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The North Carolina Board of Higher Education, 
charged by statute with the responsibility for plan- 
ning and promoting the development of a “sound, 
vigorous, progressive, and coordinated system of 
higher education,” has for the past two and a half 
years been engaged in a major review of higher edu- 
cation in the state. The review has encompassed 
studies of 74 different aspects of higher education. The 
Board has concluded that North Carolina can achieve 
a system of higher education that is excellent by 
national and world standards, and it urges the state 
to set about doing so. 

The Board’s report, Planning for Higher Educa- 
tion in North Carolina, is a 500-page document with 
118 specific recommendations. This article sets out 
those recommendations and conclusions that seem to 
be of greatest general interest. 

The focus of the report is on the sixteen state- 
supported senior institutions—i.e., the four campuses 
of the Consolidated University, the four regional 
universities, North Carolina College at Durham, the 
six four-year institutions, and the new special-purpose 
institution, the North Carolina School of the Arts. 
Much of the report, however, applies to the com- 
munity colleges as well as to the public senior insti- 
tutions, and much of it applies also to the private 
colleges. One long and significant chapter deals ex- 


pressly with the role and problems of the private 
colleges. 


Goals Set for First Time 


For the first time in North Carolina a compre- 
hensive statement of the goals or objectives of higher 
education has been articulated. Over the years ahead, 
this formulation of goals may prove to be one of the 
most significant aspects of the report. In developing 
this statement the Board elicited suggestions from 
hundreds of North Carolina leaders. 

The goals emphasize—even insist upon—a well- 
rounded education for everyone, an education that 
will produce the skills society needs and at the same 
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time develop the kind of wisdom that will lead to a 
reflective, satisfying, and creative life for the indi- 
vidual. 

The goals put heavy emphasis also on the impor- 
tance of making higher educational opportunities 
available to all who can benefit from them. On this 
subject the report states: 

The mere existence of an accessible educa- 
tional system is not sufficient. If the best use 
is to be made of human resources, institu- 
tions of higher education must aggressively 
seek out talented students who have lacked 
educational and cultural advantages. It is of 
great importance for the well-being of the 
whole society that this task be undertaken 
vigorously and systematically. 





At a time when there is much pressure to stand- 
ardize educational curricula and methods, one of the 
goals urges that each institution make a conscious 
effort to be itself, to develop its own style, its own 
educational 5 5 urna and emphases. The institu- 
tions should, of course, complement each other, and 


no one institution need strive to be all things to all 
men. 


Another goal expressly recognizes the important 
role that private institutions have played in North 
Carolina, saying, “[i]t is in the state’s best interest 
that private education continue healthy and strong.” 


Faculty Pay Must Become Competitive 


The Board’s discussion of faculty compensation 
is based upon these obvious axioms: (1) The quality 
of educational programs in a college or university 
depends largely on the quality of the faculty. (2) The 
competition for college faculty is not statewide or 
regional; it is national. (3) College faculty members 
are today among the most mobile members of society. 
(4) A state that wants to attract and keep the best 
faculty members must pay salaries that are nationally 
competitive. 

Against these basic realities, the Board points out 
that North Carolina has been paying salaries that are 
substantially below the national average and that 
each year since 1964 the average salary in North 
Carolina has been falling a little farther below the 
national average. Not only is the state’s over-all aver- 
age low, but also, except for the University of North 
Carolina at Chapel Hill, the average for each insti- 
tution is below the national average for institutions 
of comparable size and function. The Board con- 
cludes that there is “an urgent need to make faculty 
salaries in North Carolina’s public colleges and uni- 
versities at least equal to the national averages of 
institutions in their respective categories over the 
nation.” Once this has been done, the salaries should 
be kept competitive by making such increments as 
may be necessary in light of national trends. The 
Board’s estimates are that about $23,000,000, in addi- 
tion to “A” budget requests, is needed in the next 
biennium to bring the salaries up to the desired mark. 


Because the salaries at most of the institutions are 
so far below the national averages for their various 
categories, attainment of the averages is considered 
an appropriate first objective, but the Board suggests 
that, for the long-run, national averages should not 
be considered high-enough goals: it recommends that 
by 1975 the state bring average faculty pay at all 
institutions up to the top quartile of their representa- 
tive national categories. The Chapel Hill campus of 
the University of North Carolina, however—which 
is already paying more nearly competitive salaries— 
should achieve the top quartile for comparable uni- 
versities in the next biennium, and North Carolina 
State, which is engaged in extensive work at the doc- 
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toral level, should seek to reach the top quartile by 
the following biennium, 1971-73. 

Making pay competitive is one of the most critical 
issues facing higher education in the state today. But 
salaries are not the only means of attracting good 
teachers. The report discusses many others, laying 
particular stress on three of them: aggressive recruit. 
ment of faculty, a plan for sabbatical leaves, and pro- 
vision for faculty to participate in the large national 
teachers retirement program—the program of the 
Teachers Insurance and Annuity Association of 
America. The Board urges legislative and institutional 
action in each of these areas during the next biennium. 


Libraries Generally Fall Below Accepted 
Standards 


The Board’s study of libraries, for which Dr, 
Robert Downs, Dean of the School of Library Science 
of the University of Illinois, served as chief adviser, 
concluded that the number of volumes held by most 
of the state’s educational institutions was “markedly 
deficient.” 


The deficiencies at North Carolina State Univer. 
sity were called “alarming in view of its extensive 
graduate programs.” The report pointed out that 35 
doctor’s and 54 master’s degree programs are now 
offered at State, and yet as of June, 1968, the library 
was more than 50,000 volumes short of meeting stand- 
ards for even an undergraduate college of its size. 
For support of the existing graduate programs, the 
library was reported to be nearly a million volumes 
below the usually accepted standards. 

Three of the regional universities, although con- 
ducting graduate programs in many different fields, 
were found to have libraries that were below the 
standards for undergraduate institutions. The shortage 
at Western Carolina University was particularly 
acute—83,000 volumes against a standard for under- 
graduate institutions of its size of 207,500 volumes. 
The report suggested that Western Carolina, with 
its diverse graduate offerings, should develop a library 
of at least 425,000 volumes by 1975. 

The report called the library at the University of 
North Carolina at Chapel Hill “a statewide asset” and 
urged its continued, generous support. 


Eventually North Carolina will need to develop 
a central research library facility to serve the entire 
state, and the Board suggested a study of the best 
means of moving toward that objective, but it pointed 
out that such a central facility would not be a sub- 
stitute for adequate basic library collections at each 
institution. The Board suggested that considerably 
more cooperation among existing libraries in the state 
should be developed but warned that cooperation, 
like the proposed central research facility, should not 
be viewed as a panacea for all library problems nor 


as a substitute for adequate support of institutional 
libraries. 
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Average 9-Month Salaries for Full-Time Faculty (All Ranks) 
in North Carolina Public Senior Colleges and Universities, 
Compared with the National Average, 1963-1964 to 1969-1970 


/ 
/ 


$11,000 $11,033* 


$10,430** 


$10,000 


*AAUP Bulletin, Summer 1968 
*kSurvey, North Carolina Board 
of Higher Education 
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The Board estimated that the state should spend 
$6,400,000 for each of the next three biennia, in addi- 
tion to “A” budget expenditures, in order to bring the 
libraries up to accepted standards. Furthermore, there 
are in many of the libraries severe shortages of staff 
and space which must be remedied. 


It is a truism that good colleges require good 
faculties and good libraries. Never before has the 
state had so thorough a review of its faculty and 
library needs, and it is to be hoped that the state will 
now undertake the job of remedying the glaring 
deficiencies which have been revealed in these two 
areas. 


Traditionally Negro Colleges Must Be 
Transformed 


At a time when relations between the races are 
changing rapidly, the chapter that deals with the 
state’s five traditionally Negro colleges has a special 
interest. In this chapter we are told that some per- 
sons have suggested that there is no longer any need 
for these five institutions and that they should be 
closed. Others have suggested that these institutions 
should become black colleges devoted exclusively to 
black culture. Still others have suggested that they 
should continue to perform the same role they have 
in the past and in the same way. 


The Board has rejected these various suggestions, 
urging instead that these five institutions be radically 
transformed so that over the next ten or fifteen years 
they will emerge as something quite different in 
function and level of work from anything known in 
the past. Citing the amazing transformation that has 
taken place in the teachers’ colleges of America over 
the past ten or fifteen years, the Board argues that, 
with adequate support and imaginative leadership, 
an equally amazing transformation can be achieved 
for the traditionally Negro institutions. At the end of 
this period of transition they should emerge as strong 
institutions. No doubt they will have kept a special 
point of view, as church-related colleges have done, 
but they will at the same time be cosmopolitan in 
outlook and student composition. The Board states, 
“In certain academic areas we anticipate that these 
institutions will be the best in the state, and some 
should have achieved national recognition in special 


fields,” 


The achievement of such a transformation will 
require “continuous, major financial support.” It will 
also require greatly strengthened administrative staffs 
and imaginative faculty members who can see what 
needs to be done in curriculum development and in 
remedial work and who can help build “areas of 
exceptional competence.” The Board puts special 
Stress on these “areas of exceptional competence,” or 
academic areas in which an institution chooses to be 
notably strong; such areas, the report says, offer one 
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of the best means of infusing “a new spirit and a 
higher standard throughout an institution.” 

The Board goes on to discuss a number of geo- 
graphic locations and academic fields in which tradi- 
tionally Negro institutions and traditionally white 
institutions have been duplicating each other's efforts. 
It points particularly to Fayetteville State College and 
the Fort Bragg Center of North Carolina State Uni- 
versity, to North Carolina College at Durham and the 
University of North Carolina at Chapel Hill, and to 
the two land-grant institutions in the state’s system, 
A & T and North Carolina State. In each case it asks 
that the two institutions involved, in cooperation with 
the staff of the Board of Higher Education, review 
offerings and activities and see how greater economy 
and efficiency might be achieved. 

Finally the chapter points out that the education 
of Negro youth is the job of not any one group of 
colleges in the state’s system but the whole system. 
Although the phrase “high risk” is not used, the report 
in effect calls on every institution in the system to 
adopt high-risk quotas and actively to recruit stu- 
dents, black and white, who have lacked educational 
advantages but who appear to have the ability to do 
college work. In this way the colleges can help solve 
a pressing social problem, and “they will have the 
satisfaction of knowing that they have salvaged valu- 
able human talent for society.” 


The State Should Have One First-Rate Law 
School for All Its Citizens 


A section of the Board’s report which has at- 
tracted much attention and some criticism is the one 
dealing with the two state-supported law schools, one 
at Chapel Hill and the other at North Carolina Col- 
lege at Durham. The Board takes the position that 
there is basically no justification for the state to sup- 
port two law schools a few miles apart which offer 
markedly different educational opportunities to stu- 
dents. The Board contends that in law, more perhaps 
than in any other profession, it is “important that the 
student have an unsegregated education if he is to 
be trained adequately to function in the total society.” 


The report suggests that the law school of the 
University of North Carolina at Chapel Hill under- 
take an aggressive effort to enroll “sufficient numbers 
of Negro students so that there will be produced 
annually at least as many Negro law graduates as 
North Carolina College has produced in recent years, 
preferably more.” It will not be easy for Chapel Hill 
to do this because over the nation very few Negro 
college graduates with strong academic records 
choose law as a career. In 1964, for example, less than 
half of 1 per cent of the graduates of predominantly 
Negro colleges who chose law had had an under- 
graduate average of A. In view of the tendency of 
the better Negro students to go into fields other than 
law, Chapel Hill is faced with a difficult problem. 
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Nevertheless, the Board argues, it is important 
for the Negro community and for the state as a whole 
to insure that in the years ahead a fair proportion of 
the more talented Negroes go into law. 

If Chapel Hill can enroll a substantial number of 
Negro law students, the Board recommends that the 
1971 General Assembly adjust the budget to begin 
the phasing-out of the law school at North Carolina 
College, the phasing-out to be completed in 1974. If 
Chapel Hill is not successful, the Board says the state 
will have no alternative other than to continue sepa- 
rate legal instruction at North Carolina College and 
to make a major effort to strengthen that law school, 
even though doing so will be expensive and, for 
many years, uneconomical. 


Consideration Should be Given to Discontinuing 
Programs That Cannot Qualify for Accreditation 


There are two types of accreditation in higher 
education. The older type is institutional accredita- 
tion, which in the southern states is performed by the 
Southern “Association of Colleges and Schools. Al- 
though all of North Carolina’s public senior institu- 
tions (except the School of the Arts, which is too 
new) are accredited by the Southern Association, 
several of them do not actually meet the minimum 
standards set by the Association. Last year, for ex- 
ample, six of the institutions, five of which were pre- 
dominantly Negro colleges, failed to have a sufficient 
number of faculty members with doctorates. The 
Board points out that the average faculty pay at these 
six schools is the lowest in the state’s system; hence, 
it is not surprising that they have difficulty recruiting 
and keeping faculty members with adequate qualifi- 
cations. 

The other type of accreditation is professional, or 
program, accreditation. This is now available in 
thirty-three recognized professional or subprofessional 
fields, e.g., librarianship, art, business, pharmacy. 
There are many programs in North Carolina’s public 
institutions in fields in which professional accredita- 
tion is available but where it has not been sought. 
The Board urges the institutions to seek professional 
accreditation wherever possible. Either a program 
should be supported well enough to qualify it for 
accreditation or consideration should be given to 
discontinuing it. This recommendation, if conscienti- 
ously implemented by the institutions and the state 
budget-makers, should do much to improve the 
quality of programs all over the state. 


Statewide Planning Is Essential in the 
Development of New Academic Programs 


One of the sections of the report which is startling 
to the average reader is a listing of the new bachelor’s, 
master’s, and doctor’s programs that the public senior 
institutions propose to add by 1975. The mere naming 
of the new programs requires four pages of text. At 


the bachelor’s level 106 new programs are proposed; 
at the master’s level 166; and at the doctor’s level 
more than 30. The planned increase at the master’s 
level is particularly noteworthy because the cost of 
graduate programs is much higher than the cost of 
undergraduate programs and because the 166 new 
master’s programs would constitute, for the short six. 
year period, a 60 per cent increase over all the pro- 
grams now offered at that level. 

Ideally new programs ought to be developed not 
because the faculty ‘in some particular department 
wishes to develop a program or because administra. 
tors or trustees want the institution to grow but be- 
cause there is a demonstrated statewide need. At the 
graduate level in particular the institutions, rather 
than attempting instruction in every field, should 
emphasize different disciplines or specialties. In this 
way the quality of programs can be improved and 
the cost reduced. Such an orderly, planned growth 
of programs obviously requires statewide study and 
statewide coordination. 

The Board of Higher Education is designated by 
statute as the agency to approve new programs, but 
as the report points out, the Board has little. effective 
authority in this area. Programs can begin whenever 
a little seed money is available; this money can come 
from many sources—from foundations and gifts, from 
combining resources of existing programs, or from the 
legislature, which might fund a program before the 
Board has considered the need for it. Once a new pro- 
gram is begun, it is mest unlikely that it will be dis- 
continued. The problem then becomes one of making 
it a program of real quality. Achievement of quality 
requires that the state give the program continuous 
and generous support. If this kind of support is not 
forthcoming, the program is, in all probability, 
doomed to mediocrity. If the state is going to get full 
value for its money and if it is going to insist upon 
work of quality, some means must be found for guid- 
ing the development of new programs. 


College Education Must Cease to Be the 
Privilege of the Rich 


The American families that fall in the top income 
quartile produce half of the college students, while 
those families in the lowest income quartile produce 
only 7 per cent of the students. Clearly a student's 
chance of going to college is still largely dependent 
upon the size of his family’s pocketbook. These sta- 
tistics represent many personal and family tragedies. 
Furthermore, at a time when over two-thirds of the 
jobs of the country require some training beyond the 
high school, the financial barriers to higher education 
are an enormous impediment to the economic and 
social development of the state. 

The Board, after an extensive study, has con- 
cluded that for many students now in college there 
are serious financial needs which they and _ theif 
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families cannot reasonably be expected to meet. The 

rt recommends that the state’s contribution to 
the financial aid of students be increased by $3,000,000 
in the next biennium and that a thorough study be 
made of the best ways of meeting the need in the 
years ahead. It further urges every college and high 
school in the state and every state agency concerned 
to redouble its efforts to see that higher education is 
made available to those who can benefit from it, not 
simply to those whose fathers can pay for it. 


Statewide Coordination Is Needed in Higher 
Education 


The final chapter of the report is devoted to a 
discussion of the organizational structure that higher 
education should have in North Carolina in the years 
to come. The Board says that higher education is now 
such a large, expensive, and important enterprise that 
some effective statewide means is needed to plan and 
coordinate its development. The direction of its future 
growth should not be determined by chance or by 
political pressure. The Board does not say specifically 
how this planning and coordinating should be accom- 
plished; it does not suggest either enlargement of its 
own powers or vesting of the requisite authority in 
some other group. But it enunciates a principle, the 
application of which it says is a necessity in the 
development of a sound and efficient system of higher 
education, and it calls for full public discussion before 


any specific proposals are made to the General As- 
sembly. 


The Basic Question 


The tantalizing question that North Carolina faces 
in higher education is the same as that faced by every 
other state today: How can the state, within its re- 
sources, provide higher education to meet the needs 
of all who can benefit from it and at the same time 
nourish diversity of educational approaches and 
achieve, in at least a number of academic areas, work 
that is indisputably of first quality? 

Some may argue that a public educational system, 
necessarily oriented toward the education of the 
many, cannot hope to maintain diversity or to achieve 
real quality. But the whole of this long-range plan- 
ning report is based on the premise, clearly implied, 
that a public system must manage to do this. All the 
recommendations of the report—on student financial 
aid, on faculty pay, on libraries, on Negro colleges, 
and on the many other topics—are directed toward 
achieving this difficult objective. 


If North Carolina implements the recommenda- 
tions of the report, it will go far toward meeting the 
needs of its citizens. It will also find itself one of the 
leaders in the nation in evolving a system that pro- 
vides higher education in the quantity needed, while 
at the same time protecting and enhancing the quality 
of the education offered. 





The Institute Calendar 
March 


Registers of Deeds 

Public Finance Officers 

Day-Care Consultants 

Purchasing School 

City and County Planners 
Wildlife Investigation Techniques 
County Attorneys 

Public Information Seminar 
County Accountants 

North Carolina Tax Collectors Association 
Probation Assistant Supervisors 
Wildlife Basic School 

Personnel School 


3-5 
5-6 
5-7 
6-7 


10-15 
14-15 
17-18 
17-19 
19-20 
24-26 
24-29 
26-27 


Continuing Schools 


Highway Patrol Basic School 
Municipal and County Administration 


Police Administration 
Building Inspectors 
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Jan. 5-Apr. 18 
Mar. 7-8 
Mar. 21-22 
Mar. 10-13 
Mar. 13-15 
Mar. 27-29 
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[Editor's Note: The author is 
formerly dean, now a professor, in 
the law School of the Univer- 
sity of North Carolina at Chapel 
Hill. He also was a pioneer mem- 
ber of the staff of the Institute of 
Government. This is his luncheon 
address at the Second Legislative 
Orientation Conference, Decem- 
ber 7, held by the Institute of 
Government.| 


John W. Umstead, Jr., born in 
Durham County in 1889, served in 
the State Senate in 1931 and 1939, 
and represented Orange County 
in the House from 1941 until his 
resignation because of ill health 
in March, 1963. He died last Aug- 
ust. During his service, alone or 
as a -CO-sponsor, he introduced 
more than 230 public bills and re- 
solutions, of which almost 60 per 
cent were enacted; and he also 
introduced some 70 local bills, al- 
most 90 per cent of which were 
passed. Few men have had such 
a quantitative impact upon the 
body of our statutory law. It is, 
nevertheless, more impressive and 
significant that he did more to im- 
prove the lot of our mentally ill 
than any other man who _ ever 
lived, and beyond that, he accom- 
plished much for the rehabilitation 
of young criminal offenders, for 
publicly supported education, high 
and low, and for other great causes. 


if 


This, however, is not a memo- 
rial minute for John Umstead. Dur- 
ing his life and since his death 
many men, great and small, have 
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paid well-deserved tribute to him. 
As I understand my assignment to- 
day, it is to discuss briefly the po- 
tential role of every legislator, 
drawing upon the career of John 
Umstead for example, hope, and 
mayhap, even inspiration. 

If I asked each legislator pres- 
ent, “What motivated your first 
candidacy?”—and each of you 
answered candidly to himself, 
rather than for publication—I sus- 
pect that, in some respect, each 
answer would be different. Initi- 
ally, such motives are rarely un- 
mixed and even more rarely 
wholly idealistic. 

Surely there are desires for pub- 
licity, position and power. Surely 
there are ambitions for furtherance 
cf business and professional ca- 
reers. Surely there are axes to 
grind for special interests. Surely 
there are emotionally super- 
charged attitudes toward specific 
issues. Surely there are the satis- 
factions inherent in being implored 
by friends and neighbors to make 
the race. 

But just as surely, bobbing to 
the top in any public stirring of 
the mixture, but also recognized 
in candid self-communion, there is 
the idea of public service. Deep 
in his heart, even the most cynical 
of candidates hopes rather desper- 
ately that somehow he can ac- 
complish something of genuine 
and lasting value for his fellow 
man. Indeed, for a man of talent 
and character, this necessarily 
looms larger after election than 
before. Except as they may be 
reflected in irrevocable (and some- 
times regretted) commitments, 


The Model of a Legislator: 
JOHN W. UMSTEAD, Jr. 


by Henry Brandis, Jr. 


other initial motives become less 
important—perhaps even irrelevant. 
Though there is seldom a com- 
plete turnover in motivation, the 
pecking order among motives does 
change. 

While I already knew him casu- 
ally, I was not in the state when 


John Umstead first ran for the 


Senate in 1930; but I am reason- 
ably confident that his initial mo- 
tives were mixed. Certainly he did 
not manifest immediately the dedi- 
cation he later developed, though 
in his first session he sponsored 
seme fine legislation—to establish 
ithe Local Government Commis- 
sion, for example. 

The transition from candidate 
to solon requires mental adjust- 
ment. The candidate appeals to 
voters; the elected man, willy-nilly, 
represents all of his constituents. 
He may not—and often cannot-— 
please them all; but he must repre- 
sent them in the sense of consid- 
ering the welfare of all of them, 
for if he does not, then many of 
them will have no direct represen- 
tation. Further, however slowly or 
even unwillingly he recognizes the 
fact, the elected man_ inevitably 
becomes aware that he represents 
more than the people of his dis- 
trict. When he votes on a state- 
wide issue, the impact of his vote 
knows no district lines. He may 
thank the voters of his district for 
the power he acquires, but he 
holds that power in trust for all 
the people of the state. 

It is a most difficult trust to ad- 
minister in a faithful manner. The 
atmosphere of a General Assembly 
is heady, the power is real, and 
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the temptations are insidious. I 


am not referring to any temptation 
to succumb to bribery and cor- 
ruption. Despite the horrible ex- 
amples often proved to exist else- 
where, I do not believe that this 
has been a serious menace in any 
North Carolina General Assembly 
in my time. Rather I am referring 
to such temptations as that reflect- 
ed in Lord Acton’s dictum that all 
power corrupts and absolute 

wer corrupts absolutely—and to 
the temptation to see the legisla- 
tive process as a sophisticated, ab- 
sorbing, intriguing game to be 
played for its own sake. 

To accomplish your ends you 
must master the process, but it re- 
mains a means, not an end. It re- 
quires give and take—a certain 
amount of compromising with 
necessity. But for the man who 
remembers that the process is a 
means, there are limits to recipro- 
cal back-scratching. However, 
realism will compel recognition 
that the most eloquent rectitude 
on the floor is no guarantee of suc- 
cess on the roll call and that but- 
tonholing, if less spectacular, can 
be pretty efficient. 

No one who ever watched John 
Umstead in a legislature doubts 
that he had mastered every angle 
and quirk of the legislative process. 
And few members have surpassed 
him in the art of buttonholing. 
There certainly were times when 
he enjoyed recounting his negoti- 
ated triumphs. But during his great 
years, the joy of playing the game 
well—real as it was—was also inci- 
dental. In his tough, dogged, 
single-minded way he hammered 
at the merits of his proposals on 
and off the floor. And I doubt that 
he ever bought a vote for a good 
bill by selling a vote for a bill he 
believed to be potentially harmful 
to the public welfare. 


However well a legislator knows 
the business of legislating, if he 
becomes merely a henchman of 
another legislator, he has buried 
his own native talent for leader- 
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ship. And whatever his internal 
position of leadership, if he be- 
longs to someone outside the legis- 
lature, even if that someone be in 
public office, he has betrayed him- 
self as surely as he has betrayed 
his fellow members. There is 
certainly no virtue in  obstruc- 
tionism per se; but if a legislative 
body fails to exercise an independ- 
ent judgment, it betrays one of 
our most fundamental constitu- 
tional principles—that of separation 
of powers. And in North Carolina, 
more than in most states, so long 
as the Governor is accorded no 
veto, the legislature must measure 
up to its fiduciary responsibility. 
During the years between 1931 
and 1939 John Umstead was often 
a lobbyist for insurance interests. 
When he returned to the legisla- 
ture in 1939, still in the insurance 
business, he naturally retained an 
interest in insurance matters. But 
he was not owned by the insurance 
industry; and nobody thought he 
was. He most certainly was no- 
body’s henchman. He was no part 
of any inner circle. He stood up to 
Governors—and won them to his 
own viewpoint. This included his 
brother, for whom he had pro- 
found respect and affection. At 
times some observers thought he 
was too much of a maverick, but, 
in the end, this was a major factor 
in his achievements. Independence, 
once genuinely established, is ac- 


cepted and highly respected. 


One of the greatest weaknesses 
of modern state legislatures is 
sheer ignorance. The amount of 
homework required for intelligent 
appraisal of the complex issues of 
our times is appalling. The com- 
mittee system—though susceptible 
of some, if not radical, improve- 
ment—is inevitable. So is our North 
Carolina system of study commis- 
sions. Even so, you must somehow 
appraise their reports; and your 
presence here is a most commend- 
able indication of your seriousness 
of purpose. I think, also, that those 
of you who are new, like your pre- 


decessors, will find the Institute of 
Government's legislative informa- 
tion service most helpful. 

I have no way to estimate how 
much time John Umstead spent on 
his home work. Frankly, I do not 
remember whether he attended any 
legislative briefing sessions. But I 
do know, from my conversations 
with him over the years, that in 
some way he learned the basic 
facts around which great issues 
swirl. More than once he con- 
tributed to my education about 
issues concerning which I regarded 
myself as already well informed. 

Of course, in his later legislative 
years John had all of his cumu- 
lated experience working for him. 
A neophyte lacks that advantage; 
and few freshmen will achieve 
passage of a singly sponsored major 
program. However, I do not sub- 
scribe to the theory that first- 
termers should not hope to accom- 
plish anything and should resign 
themselves to being mute, ghost- 
like presences. Our General As- 
sembly, great as it may be, is not 
yet so stuffed with brains and 
character that it can afford to 
ignore either merely because 
newly arrived in the stratosphere— 
or should I say ionosphere?—of the 
Assembly. 

But seniority does help. Those 
who have it insure that it does. At 
least if ensconced in the majority 
party, it usually guarantees posi- 
tion; and in either party, if coupled 
with brains and character, as it 
should, it guarantees prestige. The 
man who desires to have maximum 
impact must therefore ponder the 
problem of getting back. There is, 
of course, no foolproof way. It is 
not impossible that his wooing of 
his provincial voters and his fiduci- 
ary responsibility to all the people 
of the state will be difficult to re- 
concile. In the view of some adept 
practitioners of the art of return- 
ing, the desires and prejudices of 
the district voters must take prece- 
dence. If they are satisfied, the 
legislator will be back. I remember 
an occasion when a youngish mem- 
ber was speaking in a tone easily 
audible throughout the old capitol. 
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A fellow member—one who after- 
ward became Speaker and Gov- 
ernor—kept saying, “Louder.” 


Finally the orator said, “Mr. 
Speaker, the people of my county 
heard my voice and they sent me 
here.” That ended the heckling. In 
a sense, it also represents a sound 
personal political answer to any 
criticism, however valid, originat- 
ing outside the legislator’s private 
preserve. It is, for example, demon- 
strably available to Adam Clayton 
Powell. 

Each man must, of course, de- 
cide for himself when satisfying his 
constitutents requires such bend- 
ing of his true convictions as no 
longer to be worthwhile. I do as- 
sert, however, that no legislator, 
whatever his seniority, will make 
a lasting, constructive impact if 
he always follows and never leads 
his constituents; that most consti- 
tuents, all of the time, have some 
appreciation of character and ad- 
herence to principle; that most 
constituents, some of the time, take 
pride in their man when he ac- 
quires a statewide reputation for 
constructive leadership for the 
public welfare, including humani- 
tarian programs; and that usually 





such pride is a solid source of 
votes. 

Having been one of his constitu- 
ents, I am sure that this became a 
major factor in John Umstead’s 
local political strength—and with 
all of his constitutents, not merely 
with those extraordinarily intelli- 
gent voters in Chapel Hill, of 
whom, naturally, your speaker is 
a brilliant example. But while, in 
the later years of his service, John 
undoubtedly knew that he had the 
strength of this prestige, he cer- 
tainly did not rely on it exclusively. 
He rode the roads and he kept his 
contacts fresh and his fences in 


good order. 


As it became for John Umstead, 
membership in a legislature is a 
quite wonderful opportunity ac- 
corded only a handful of men in 
each of the state’s generations. 
Unless he is myopic, the road to 
a legislator’s horizon may be too 
long to travel in one session; but, 
still, the horizon is _ unlimited. 
There is great work to be done— 
great work beyond highway de- 






velopment, attraction of industry, 
and similar indicia of “progress” 

There is still misery in North 
Carolina. There is still injustice in 
North Carolina. I am_ realistic 
enough to know that no legislation 
will ever completely eliminate 
either, because some causes of both 
are beyond legislative correction, 
But the same _ realism compels 
recognition that much of both can 
be eliminated, or at least grea 
lessened, by enlightened statutes, 

May each of you, like John 
Umstead, effectively goad the con- 
sciences of those North Carolinians 
who are not in misery and who 
are not the victims of injustice, 
And may you combine with that 
goading the energy, the persist- 
ence, and the tough-minded legis- 
lative skills which will, in the end, 
produce great and _ constructive 
changes in our laws. In that event, 
you will have a most justifiable 
cause for pride. This state, to 
which our hearts have given allegi- 
ance, will become more worthy of 
that allegiance by becoming a 
more decent place in which to live. 
And the highest virtue to which 
man can aspire is common decency 
toward his fellow man. 





The Budget im Brief 


GOVERNOR’S SPENDING RECOMMENDATIONS 


“C” Budget Increases 


$2,500,000 oe a ee improvements for School of Allied 
U), mentally retarded infants, livestock- 


Health Professions ( 
poultry disease diagnostic lab. 


“B” Budget Increases 


(Cost not specified)—Department of Local Affairs 


(Cost not specified)—Average 10% salary increase to State em- 
ployees, graduated for larger increases at lower levels 


$50,633,565—-10% increase in each year of biennium in teacher 


aries 


% increase im each year of biennium in faculty sal- 


$7,500,000—8 
aries at institutions of higher learning 
$3,298,552—urban school bus service 


$735,847—school busses for special education students 
$3,515,000—Good Neighbor Council, State zoo, soil and water con- 


servation, marine sciences 


reserve for planned program of occupational educa- 


$4,000,000— 
tion for children im the middle grades 


Total Additional General Fund Revenue Needs 


$115,865,665—additional General Fund revenue needs for above 
purposes (to which add $5,000,000 Highway Fund needs for salary 
increases to employees paid from the Highway Fund) 


Additional Highway Fund Revenues 


$109,000,000—additional revenues to be generated by gas tax and 


vehicle tax increase recommendations noted below 


GOVERNOR’S TAX RECOMMENDATIONS 
Revenue Estimates, Highway Tax 


$88,000,000—2 cents per gallon increase in gas tax 


$21,000,000—one-fourth increase in vehicle license taxes 
$109,000,000—TOTAL estimated yield on highway tax increases 


Revenue Estimates, Other Taxes 


$26,000,000—additional 10% liquor tax 
$15,000,000—1.5 cents per bottle beer tax increase 








Se eneantes programs for retarded children and mental 


$3,025,000—expanded law enforcement services, primarily a police 
information network and SBI expansion 


General Fund Revenue Losses 


$5,000,000—reduced revenues resulting from granting $2,000 head- 
of-household income tax exemption to single persons 


$16,000,000—reduced revenues resulting from $25 tax refund for 
persons 65 years or older with income under $3,000 
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$50,000,000—5 cents per pack cigarette tax 
$7,009,000—2 cents per cigar tax on cigars 
$10,000,000—12 of 1% increase, insurance premium rates 


$8,500,000—12 of 1% increase in sales tax on motor vehicles, air- 
planes, boats and locomotives 

$1,000,000—increase by one fourth, tax on building amd loan asso- 
ciations 

$1,000,000—112% increase in bank excise tax 


$118,500,000—TOTAL estimated yield on non-highway tax in- 
creases 
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Perhaps it is well that the 1969 North Carolina 
General Assembly got off to an early start in January. 
The complex of challenges facing the state legislators 
calls for long hours of creative thinking, bill drafting, 
committee consideration, and floor debate on impor- 
tant measures in the months ahead. In the forefront 
of these challenges is the call for record-breaking 
revenues to meet old and new needs and requests. 


Not uncharacteristically, public and higher educa- 
tion will require a primary chunk of the biennial 
budget. Not in many years has the call for new and 
additional taxes resounded so insistently in legislative 
ears. The reports of commissions—including those that 
studied the State Constitution, taxation, education, 
and local government—show willingness to break new 
ground. 


Weekly legislative summaries, prepared by the 
Institute of Government legislative staff (which also 
prepares a daily legislative summary ), provide lively 
clues as to specific ideas and directions evident in the 
opening weeks of the session. Here, for your informa- 
tion, are edited versions of the first two weekly sum- 
maries: 


Weekly Legislative Summaries 


Friday, January 24, 1969 


In some respects this session got off to a fast start. 
After only eight legislative days the Governor's legis- 
lative message had been delivered, the budget bills 
introduced, and permanent rules adopted in both 
houses with a number of changes from last session. 
But the rate of introductions of bills was slow. Intro- 
ductions were running at about half the 1967 rate. 


This year’s Assembly is flavored more sparingly 
with new members than some of its recent predeces- 
sors. A total of 48 members in the two houses with 
no previous legislative service compares, for example, 
with 71 new faces in 1967. Minority party representa- 
tion continues to climb moderately. This year there 
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are 12 Republicans in the 120-member House. These 
figures represent Democratic losses of five members 
in the Senate and three in the House. 


Governor's Program 


On Wednesday, January 22, Governor Robert 
Scott delivered the first of his major messages to the 
General Assembly, his legislative message. 

The menu served up on the gubernatorial platter 
featured as main dishes ample helpings of recom- 
mendations for public education, higher education, 
law and justice, and intergovernmental relations. It 
also carried hefty side orders for state employees and 
the highway system. For dessert there was a choice 
of parks and recreation (a boost for the proposed 
state zoo) and promised tax rebates for senior citi- 
zens. 

This message—true to form as the starting point 
for the Governor's legislative program—dealt liber- 
ally in general principles and broad directions for 
the new Administration. It held out an ultimate goal 
of achieving “the good life for all North Carolinians,” 
the while reflecting some of the strains that accom- 
pany any effort to reach such a goal. But it also out- 
lined a large number of concrete measures and 
recommendations endorsed by Governor Scott. Among 
these were a new state department of community 
affairs; extension of the State University system to 
include Wilmington and Asheville-Biltmore colleges; 
public school kindergartens; city school bus service; 
raising teacher salaries toward the national average; 
authority for the State Board of Education to appoint 
the State Superintendent and to set criteria for local 
school mergers; a police information network; 
strengthening local authority to deal with civil dis- 
orders; broadening the mission of the Good Neighbor 
Council and giving it a full-time director; enlarging 
the State Highway Commission; and increasing state 
employee salaries and fringe benefits. Beyond these 
specifics there were a number of recommendations 
for legislative study of such matters as spiraling auto 
insurance rates; a merger of prisons, probations, and 
paroles agencies; and a student assistance program 
to aid private colleges. 
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Budget and Finance 


Early the basic tools were shaped for handling 
the money issues that will be a major focus of legis- 
lative attention this session. On Monday, January 20, 
the two presiding officers announced the membership 
of the “money committees” (Appropriations and 
Finance) in each house. On Tuesday, January 21, the 
budget prepared by the outgoing Moore Administra- 
tion was introduced in the two houses (Capital 
budget—S 19 and H 19, Operating budget—S 18 and 
H 20). 

To head the House committees, Speaker Vaughn 
named Rep. Sam [ang of Wake as Chairman of 
Appropriations and Rep. Thorne Gregory of Halifax 
as Chairman of Finance. Lt. Governor Taylor picked 
Sen. Lindsay Warren, Jr., of Wayne to head Senate 
Appropriations and Sen. Ralph Scott of Alamance to 
head Senate Finance. The presiding officers also an- 
nounced formation of four subcommittees on Appro- 
priations in each house, to be concerned with the 
areas of health and welfare, education, personnel and 
planning, and general government. This is an inno- 
vation designed to encourage broader participation 
in the budget process, prompted doubtless by criti- 
cism of the handling of the appropriations bills in 
recent years. 


Many political observers have noted that there is 
likely to be a big spread this year between the 
revenues generated by the present tax structure and 
demands on the General Assembly for state and local 
services. The Advisory Budget Commission’s $3.35 
billion budget proposal of this week does nothing to 
weaken this impression. This biennial budget request 
is large in absolute terms, topping the $3 billion mark 
for the first time in Tar Heel history. It represents an 
increase of $453 million over the current biennium, 
but much of this is needed simply to sustain present 
levels of service. Only $175 million of the increase 
would support expanded services, and most of this 
amount would go toward a 5 per cent salary raise 
each year for state employees and school teachers. 
Among the large additional operating requests not 
reflected in this budget are approximately $125 mil- 
lion additional funds that would be required to bring 
school instructional personne] salaries up to the na- 
tional average, as has been requested by the State 
Board of Education. (This does not cover related 
increases in social security and retirement costs.) The 
capital outlay funds included in the Advisory Budget 
Commission proposal represent only a fraction of 
agency requests—for example, only $20 million of 
almost $250 million asked for higher education facili- 
ties, and only $2.5 million of $20 million requested 
for correctional institutions. And the budget makes 
no provision to meet demands for additional revenues 
for local governments. 


Among the new taxes that have been prominently 
mentioned as possible sources of funds to meet these 
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demands are increased sales taxes, a tobacco tax, and 
an increase in the gasoline tax. The estimated reyep. 
ues from these exactions are $65 million for a one 
cent sales tax increase on the present 3 cents taxed 
items; $25 million for a 5 cents per pack tobacco tax; 
and $21 million per one cent increase in the gas tax 
(a three cent increase was recommended by the Gov. 
ernor’s Highway Study Commission as part of a pack. 
age of highway improvements and revenue sources). 
When the revenues from even these substantial tax 
increases are compared with the pressing demands for 
new services, it is obvious that the 1969 General 
Assembly is working itself up to an Excedrin head- 
ache when it comes to grips with this year’s crop of 
money issues. 


Friday, January 31, 1969 


With preliminary meetings behind them, most of 
the committees were now ready to begin serious work. 
Toward the end of the week the pace of new intro- 
ductions of bills acclerated from a standing start to 
a near-mid-session rate of 20 bills per day. But, for 
whatever combination of reasons, introductions this 
year are running well behind even the normally 
sedate gait for this stage of the session. Only 128 
bills and resolutions were introduced the first two 
weeks, well under the 160 average for previous ses- 
sions during the 1960's. Some observers suggested 
that the members were marking time in anticipation 
of Governor Scott’s budget message. Delays in com- 
mittee appointments may have slowed introductions 
somewhat. 

Interestingly cnough, while public bills were flow- 
ing almost normally, local bills were coming in at 
less than half the usual rate. It may be that some 
local bills were withheld or deterred pending the 
long-awaited announcement of the home-rule pro- 
posals of the Local Government Study Commission. 
The recommendations of this group, made public near 
January’s end, include proposals to repeal all local 
exemptions from permissive general laws; to empower 
cities and counties to set local salaries and fees and 
to modify the composition of local governing boards, 
and to authorize counties to adopt regulatory ordi- 
nances. These and other recommendations of this 
study group are now before a reconstituted single 
Committee on Local Government in each house- 
reduced from three committees to handle local bills 
in previous sessions. The new Local Government 
Committees are themselves divided into two sub- 
committees on local bills and on statewide bills 
affecting local government. 

Several other study commission reports also shared 
the recent legislative spotlight, though bills had not 
yet been introduced to implement them. This week 
Governor Scott released the Conservation and De- 
velopment Study Commission report, which recom 
mends retention of the present Department of C & D 
with internal modifications designed to meet some 
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criticisms that have been made of the departmental 
structure. Also, the Judicial Council published its 
biennial report, including recommendations for re- 
writing the state’s capital punishment law in light of 
recent court decisions. Later the Jail Study Commis- 
sion report was issued, with recommendations for sub- 
stantial reform of local jail facilities and procedures. 


The General Assembly Goes Modern 


Six years ago the North Carolina General Assem- 
bly moved into a modern new structure of gleaming 
metal and glistening marble, the first building in the 
nation devoted exclusively to legislative work. Now 
our General Assembly has become the first to utilize 
the speed and capacity of a computer both to store 
the text of all bills and resolutions and to keep track 
of their progress through the legislative process. The 
two functions are separate in administration and 
mechanics but they share the same giant computer, 
located in the State’s Department of Administration 
across the street. The bill-storage system is adminis- 
tered by the new Administrative Officer of the Gen- 
eral Assembly, John Brooks, and uses typewriter 
terminals in the Legislative Building linked to the 
computer. The bill status or progress system is run 
by the Institute of Government and uses seven video 
screen terminals conveniently located in the building. 
Both systems have influenced the way legislation is 
introduced, handled, and publicized and have brought 
nationwide attention to the state. 


The video terminals (which look like small TV 
screens placed above typewriter keyboards) have 
become a fascinating tool for finding out what is 
happening to legislative proposals. The whole legis- 
lative history of every bill is recorded in the com- 
puter and updated daily. Information hitherto un- 
traceable is now available to anyone interested in, for 
example, a list of all the bills under consideration in 
each of the committees, or the status of .all the local 
bills relating to a particular county or all the public 
bills relating to a particular subject (such as agricul- 
ture). Other information, previously cumbersome to 
obtain, is now accessible very quickly through the 
terminals—for example, a list of all the bills intro- 
duced by a particular legislator, or all the bills that 
have been ratified or even those that have been 
defeated. Any of this information can be retrieved 
by anyone in the Legislative Building, either on the 
video screen or with a typewritten copy. 


The record of the day’s work is produced by the 
computer after each session and is reproduced in the 
Calendar Action section of the Institute’s Daily Bul- 
letin, sent to many state and local governmental 
offices. The computerization of legislative record- 
keeping was demonstrated during the last session in 
a joint project of the Institute and the Department 
of Administration, and the 1967 General Assembly 
authorized its operation for this session in the interest 
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of more legislative information for legislators and the 
public. 

The computerization of bill drafting and storage 
was developed by the Legislative Research Commis- 
sion for the 19€9 session and designed to bring effici- 
ency to the bill drafting, engrossing, and enrolling 
process. By new Senate and House rules all bills and 
resolutions are now entered into the computer prior 
to introduction. The computer’s high-speed printer 
produces each bill for reproduction by offset and 
then introduction. The real advantage of this innova- 
tion is that changes and revisions can be made easily, 
without retyping the entire bill. The computer can 
also facilitate the enrolling of bills for ratification and 
for earlier distribution after passage. 

As with any new arrangement, the system has 
been the object of some needling by the news media 
as well as by legislators during the “de-bugging” 
process—proving, if nothing else, that “man vs. 
machine” remains a popular baiting game. In addi- 
tion to ihe two computer systems, other innovations 
greeted the members of this session: a new phone 
system with a central switchboard (telephone num- 
ber 289-4111) capable of taking messages for mem- 
bers, a new standardized clerical employment setup, 
a centralized disbursing office for legislative pay, new 
copying and office equipment, and in addition, a con- 
stitutional amendment passed by the voters last No- 
vember allowing the General Assembly to set its own 
pay (for the next session). At this writing the break- 
ing-in phase seems to be unrolling with no more than 
the normal abrasions and outcries. 


New Bills 


Faint shadows of money battles to come were 
projected by early introductions of bills to impose an 
additional 10 per cent liquor surtax estimated to gen- 
erate $13.3 millions in added annual state revenues, 
at an average price to the consumer of 45 cents per 
fifth (S 26 by Bowles and Rauch); to accelerate a 
scheduled increase in the local cut of shared franchise 
tax revenues (H 65 by Strickland); to bring teacher 
salaries up to the national average next year at an 
added annual cost of $55 millions (S 49 by Nielson 
and others); and to grant a householder’s income 
tax exemption of $2,000 (H 4 by Raynor and others). 
Also of note was a League of Municipalities an- 
nouncement that it favors a statewide 1 per cent sales 
tax increase for the benefit of local governments. 

Limelight also touched new bills on day-care 
regulation, anatomical gifts, coastal insurance, youth 
councils, interest rates, and chemical tests for drivers. 


oO oO ° 


These lively bulletins present but the beginning of 
a continuing story. The end probably will not come 
until some time in June. The sum of legislative think- 
ing, however, will help determine the quality of life 
in North Carolina in the years ahead. 
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[Editor's Note: These pages contain the Introduc- 
tion and excerpted recommendations from the 91-page 
Report of the Tax Study Commission of the State of 
North Carolina. | 


Introduction 


The Tax Study Commission was created by Joint 
Resolution 67 of the General Assembly of 1967 to 
study the tax structure of the State, both state and 
local, and to recommend changes which would make 
the revenue system stable and equitable, and capable 
of providing revenue for “sound and essential pur- 
poses of government.” 


The Commission began its work by holding meet- 
ings at which the members gave their individual views 
as to the various problem areas in the tax laws, the 
purpose and direction the Commission should follow, 
and the methods to be used in conducting the study. 
Following these “self-examination” sessions, the Com- 
mission held public hearings for all who wished to 
present their views to the Commission and invited 
those not wanting to appear to submit written sug- 
gestions for the Commission’s examination. 


The number and variety of suggestions received 
through various channels contributed much to the 
deliberations of this study group. A table listing the 
written recommendations made to the Commission 
appears in the Appendix to this report. The Commis- 
sion gave careful consideration to each recommenda- 
tion and suggestion received before selecting the 
areas to study. Following these early phases of the 
study, the members decided to concentrate their 
efforts in three general areas. These areas are (1) im- 
provement of administration and correction of inequi- 
ties in the state and local tax structure, (2) need for 
additional sources of revenue for counties and muni- 


cipalities, and (3) possible future need for additional 
state revenue. 


@ In the first area of study the Commission con- 
cluded (1) that state and local government should 
abandon privilege licenses on businesses and occupa- 
tions as a revenue source, (2) that the revenue sec- 
tion of the State Constitution should be amended to 
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permit the General Assembly to adopt the federal 
personal exemption system for the state income tax 
purposes, (3) that the statutes providing for assess. 
ment of the property of certain public utilities by the 
State Board of Assessment should be modernized to 
reflect technological changes, (4) that certain public 
service companies not now centrally assessed by the 
State Board of Assessment—namely motor carriers, 
airlines, and pipelines—should be so assessed, (5) that 
public service companies assessed by the State Board 
of Assessment should be given the right of notice, 
hearing and appeal, (6) that the merchants’ discount 


allowed for early payment of the sales and use tax 
be repealed. 


@ In the second general area of study, the Commis- 
sion decided that the general property tax is inequi- 
table and difficult to administer and is a heavy burden 
on many property owners. It was concluded that 
counties and municipalities should be given authority 
to levy new broad-based taxes to provide additional 
revenue where needed and to provide property tax 
relief. The taxes considered suitable for this purpose 
are the sales and use tax and the individual income 
tax. It was also concluded that the maximum motor 
vehicle license which may be levied by cities and 
towns should be increased to $5. 


@ In the third area of study, it was decided that, in 
the event additional State revenue should be needed, 
the Commission suggests that first consideration by 
the General Assembly be given to an excise tax on 
tobacco products® and an increase in the gasoline tax 
rate. 


During the course of its study, the Commission 
asked for and received the professional help of per- 
sonnel of the North Carolina Association of County 
Commissioners, the North Carolina League of Muni- 
cipalities, and the Institute of Government of the 
University of North Carolina. The Commission also 
consulted various taxpayers about matters being con 
sidered in an effort to make any proposals as work- 
able as possible. 


* * Dissenting views appear on page 34 of the report. 
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In conjunction with its study of the adequacy of 
county and municipal revenue sources, the Commis- 
sion fat that the public and especially the General 
Assembly should be reminded of present State gov- 
emment aid to counties and municipalities. The State 
has assumed responsibility for many traditionally 
local services, has shared in the cost of providing 
other services, and has contributed a share of certain 
State-levied taxes to counties and municipalities. The 
total of these various forms of assistance to local gov- 
emments is surprising, even to those persons familiar 
with the various parts of the whole. In order to make 
the various interested parties more aware of the com- 
plete picture, a table is provided in the Appendix to 
the report giving the various programs and the 
amounts involved for the latest fiscal year. Also shown 
on the table are the bond issues to provide funds for 


traditionally local capital improvements such as school 
buildings and county roads. 

The Commission gave careful consideration to the 
inheritance and gift taxes and felt that the statutes 
levying these taxes are in need of detailed study. The 
complexity of these tax laws and the limited time 
which the Commission had to devote to this phase of 
its study precluded doing the job the Commission 
felt was needed. The Commission, therefore, decided 
to make no recommendations in this area but to 
emphasize the need for a thorough study of this sub- 
ject and to express the hope that the General Assem- 
bly will direct a future study of inheritance and gift 
taxes. 

The specific recommendations of this Commission 
along with explanations of these recommendations 
are given in the following excerpts. 


The Tax Study Commission Recommends 


Privilege License Taxation 


... that Schedule B of the Revenue Laws be 
repealed, and that the licenses required by Chap- 
ter 85 of the General Statutes be repealed. 

. that municipalities be prohibited from 
levying privilege licenses on trades, occupations 
and businesses unless such licenses are specifically 
authorized by the General Assembly. 

oO oO * 

The General Assembly is urged not to grant 
authority to local governments to levy licenses not 
required for regulatory purposes. 


Individual Income Tax 


(Proposed Constitutional Amendment Relative to 
Personal Exemptions) 

... that the Constitution be amended by de- 
leting the minimum income tax exemptions and by 
authorizing the General Assembly to fix such 
exemptions. 

If the constitutional amendment recommended 
herein were proposed by the General Assembly, it 
would be referred to the electorate in the general 
election in 1970. The General Assembly of 1971 
would then be able to adopt a new schedule of 


personal exemptions effective for the 1971 income 
year. 


Assessment of the Property of Public Utilities 


... that Article 26 of the Machinery Act be 
rewritten in its entirety along the lines of the pro- 
posed law presented in the appendix to this report. 


* = oO 


... that the corporate excess of telephone and 
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telegraph companies be apportioned to the various 
taxing jurisdictions within North Carolina accord- 
ing to the physical location of the tangible prop- 
erty, other than land and buildings, of each com- 
pany. 


... that the rolling stock of motor carriers and 


the flight equipment of air carriers be centrally 
assessed by the State Board of Assessment, and 
that the value of such property be apportioned to 
the various taxing jurisdictions in North Carolina 
in which the company has terminals. 

oO * ° 


. . that the property of transportation pipe- 
lines be centrally assessed by the State Board of 
Assessment. 


* * co 


. .. that public service companies whose prop- 
erty is assessed by the State Board of Assessment 
be given the right to notice of proposed valuations, 
the right to a hearing on the proposed value if a 
timely request is filed, the right to know the 
methods used in valuing their property, the right 
to know the methods used in valuing the property 
of other taxpayers engaged in the same business, 
and the right to appeal directly to the intermediate 
Court of Appeals from an adverse decision by the 
board. It is further recommended that the proceed- 
ings before the Court be on the record developed 
before the State Board of Assessment. 


State Sales Tax—Merchants’ Discount 


. . that the discount allowed to retail mer- 
chants for early payment of sales tax be repealed. 
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Officer. 


The Local Tax Structure 
. . . that counties and municipalities be given 
authority to levy additional taxes. 


The Local Sales Tax 


. . . that counties be given authority to levy a 
sales and use tax for the benefit of county and 
municipal governments, that the sales and use tax 
be levied on a county-wide basis only, that the tax 
be administered by the State Department of 
Revenue, and that the Commissioner of Revenue 
return the proceeds of the tax each month to the 


local governments levying the tax. 
oO oO * 


... that the law provide that the local sales and 
use tax may be enacted by the Board of County 
Commissioners on their own action, or may be 
voted on in a referendum called for by the Board 
of County Commissioners, or may be voted on in 
a referendum to be initiated by a petition signed 
by qualifiea voters in the number of 15 per cent 
of the voters in the most recent election for gov- 
ernor. 


The Local Income Tax 


. .. that counties be authorized to levy at their 
option an individual income tax on all residents of 
the county for the benefit of county municipal 
governments, with the tax to be levied at 10 per- 
cent of the net state tax after foreign tax credit. 

.. . that the tax be administered by the State 
Department of Revenue, and that proceeds of the 
tax in each county levying the tax be divided be- 
tween the county government and any municipali- 





Preliminaries to the Budget Message 


Governor Bob Scott and Legislative 
Counsel Tom White confer with (far 
left) Frank Turner, Director of the 
Division of Property Control, and (next 
left) G. Andrew Jones, State Budget 


ties therein in the proportion that property taxes 
levied for county-wide purposes by the county and 
levied for municipal purposes by the cities and 
towns bears to the total of such levies, but that 
property taxes levied but not substantially col- 
lected be ignored for purposes of allocation. 

. . . that the law provide that the tax may be 
enacted by the Board of County Commissioners 
on its own initiative, or may be voted on in a 
referendum called for by the Board of County 
Commissioners, or may be voted on in a referen- 
dum to be initiated by a petition signed by quali- 
fied voters in the number of 15 percent of the 
voters in the most recent election for governor. 


Municipal Motor Vehicle Licenses 


. . . that municipalities be authorized to levy a 
tax of not more than $5 each on motor vehicles 
owned by resident individuals and on motor ve- 
hicles owned by firms or companies if the motor 
vehicles are based in the municipality levying the 
tax. 


Property Tax Exemptions 

. .. that a study commission to study property 
tax exemptions in depth be authorized. 
Additional State Revenue 


.. . that, in the event that additional revenue 
is needed for the Highway Fund, the General As- 
sembly increase the gasoline tax rate rather than 
look to non-highway-user taxes for additional 


revenue. 
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The POLICE, the NEWS MEDIA, 
and the COURTS 


[Editor's Note: The author, the 
Institute of Government's specialist 
in police administration, spoke to 
the Sixth Annual Press-Broadcast- 
ers Court Reporting Seminar held 
at the Institute on November 8-9, 
1968. ] 


I admit of a personal bias relat- 
ing to the subject matter of this 
meeting. In most instances of 
police involvement with the news 
media, I am pro police. The pro 
police bias will be reflected in this 
article. And yet the issue today is 
not to emphasize one point of view 
to the exclusion of another but to 
offer a ground for the examination 
of points of controversy that, it 
seems to me, have arisen between 
the police and the news media at 
one time or another. 

For the past several years the 
Institute of Government has con- 
ducted an annual course in police 
administration. Just last week we 
completed the first twenty hours of 
instruction of this year’s offering. 
Recurring with disturbing frequ- 
ency in my recent classroom con- 
tacts with the North Carolina 
police administrators were dis- 
tressing remarks concerning police 
.telationships with the representa- 
tives of the news media and the 
courts. Sooner or later, in almost 
every conversation, the police offi- 
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cials I have dealt with here in 
North Carolina, and in the past in 
other states, point the finger of 
scorn and condemnation at the 
press and at the courts. Much of 
the ridicule is offered in a jocular 
manner, but one suspects, along 
with Shakespeare, that “the truest 
things are often said in jest.” 

Perhaps condemnation comes 
easily to the lips of law enforce- 
ment personnel who feel that their 
ox is often gored by the press and 
courts. Perhaps the police are 
overly sensitive in times of increas- 
ing social tension, times and prob- 
lems not entirely of their making. 
Perhaps people in law enforcement 
see themselves standing between 
competing groups of power brok- 
ers, in a situation in which each 
group expresses complete confid- 
ence in the righteousness of its 
cause, with the police interposed 
between them as further insurance 
that complete power will not be 
wrested from either—and that the 
80 to 90 per cent of us who regard 
social and political change as a 
spectator sport will survive when 
the head-knocking of confronta- 
tion finally ends. Perhaps because 
of this position, the police may be 
casting around for bogies upon 
which to lay the blame for their 
own personal or organizational 
shortcomings. 


by Harvey D. Miller 


Whatever the source, a gulf 
exists between law enforcement 
officers, the press, and the courts. 
Indeed, the gulf of misunderstand- 
ing regarding roles and responsi- 
bilities grows wider with each 
passing day. However, perhaps 
some islands of understanding are 
being raised that may soon facili- 
tate a flow of information among 
these agencies. Meetings like this 
and the efforts of the North Caro- 
lina Bench-Bar-Press-Broadcasters 
Committee should promote fruitful 
exchanges among the affected 
parties. 

I know little about the news 
media, and only slightly more 
about the courts. But I do know 
something about the police, and 
I would like to share with you 
some of the things I know, and 
many of the things I suspect, as 
they relate to the attitudes of cops 
that might color their views of the 
courts and the news media. 

The feeling I get from contacts 
with the police is not that the 
officers are critical of the press and 
courts but that they are cynical of 
them. Perhaps much of this cyni- 
cism arises because many and pos- 
sibly most policemen do not really 
believe, as a matter of faith, in 
their own role in the administra- 
tion of criminal justice. And be- 
cause this is so, they find it easy 
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to tar both the courts as another 
agency in the administration of 
justice and the news media be- 
cause it shapes public attitude to- 
ward the administration of justice 
with the same instrument of cyni- 
cism. Why should this suspicion 
or cynicism come about? 


Recent studies of police atti- 
tudes have shown that the police 
regard themselves as part of an 
ineluctable system. Thus, if a de- 
cision of the courts or the com- 
ments of the press attack police 
personnel or conditions of law en- 
forcement as stupid, brutal, or 
lacking in integrity, most police- 
men, if they believe that the criti- 
cisms are justified, may actually 
accept that those responsible for 
the action in question actually are 
stupid, brutal, or lacking in integ- 
rity. But, because they also believe 
that they are part of a system that 
cannot be changed, avoided, or 
resisted, they fatalistically support 
the system that they internally 
condemn. Cynicism is the force 
that enables them to do so and 
simultaneously shift the onus of 
blame to a convenient agency that 
can survive the onslaught and re- 
main almost unchanged — quite 
often the courts or the news media. 


A second factor that enters into 
the relationships among the police, 
courts, and news media derives 
from the fact that many law en- 
forcement officers feel that what- 
ever “bad image” the public has 
of the police is generated not by 
the actions of law enforcement 
officers but by the response of the 
courts or the news media to a 
given, but isolated police action. 


For example, in a 1961 study of 
the British police, more than two- 
thirds of the policemen interview- 
ed by the Royal Commission on 
Police said that the press was re- 
sponsible for the increasing public 
hostility toward them. As a matter 
of fact, the interviewed policemen 
produced so many press clippings 
depicting the police in an unfavor- 
able light that the Royal Commis- 
sion felt compelled to defend the 
press in its final report: 
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The defaulting policemen, like 
the defaulting parson or 
school teacher is news; and 
stories of the prosecution and 
conviction of policemen are 
frequently given prominence 
in the press. However, we do 
not think that the reputation 
of the police service stands or 
falls by the occasional report- 
ing of sensational allegations 
against a particular police- 
man.! 

From the United States, a couple 
of examples of police cynicism to- 
ward the news media and the 
courts further illustrate police at- 
titudes toward these agencies. 
O. W. Wilson, a foremost Ameri- 
can criminologist and the former 
Chicago commissioner of police, 
states, 


The press, the literature, and 
the case law are primarily di- 
rected at incidents that tend 
to discredit the police. Small 
wonder that those who read 
the papers or research the lit- 
erature and case law conclude 
that the police are evil.? 
Later Wilson concurs with the 
policeman’s opinion that the court 
system is most uncooperative. 
Highly intelligent people . . . 
conceive of the police as a 


potential instrument of ty- 
ranny. . . . These citizens as 
protectors of liberty then 


align themselves against the 
police without giving atten- 
tion to the costs of criminal 


depredations. 
Decisions of our courts tend 
to reflect these hostilities 


against the police in a contin- 
uing stream of opinions re- 
stricting the police in their 
authority to enforce the law 
and protect the lives and prop- 
erty of our citizens... 3 


Another frequent commentator 
on the subject of police-press rela- 
tions has stated, 


1. Final Report of the Royal Commis- 
sion on Police (London: Her Majesty's 
Stationery Office, 1962), p. 118. 

2. O. W. Wilson, “Police Authority in a 
Free Society,” Journal of Criminal Law, 
Saar tne and Police Science, 54 (June, 


3. Ibid., p. 177. 


Police departments seem to be 
one of the favorite targets of 
the press. Small things are 
made large; any little slip gets 
memorialized on the front 
page; and given a big scandal, 
the papers will spend weeks 


in an ecstasy of editorials.4 


And yet, given these statements 
offered by honorable men and ap. 
parently uttered in a complete sin- 
cerity of personal conviction, the 
question must arise: Do these com. 
ments actually reflect a factual 
situation that has occurred in the 
news and courts, or could they be 
a reflection of this defensive cyni- 
cism? 


Some years ago a police captain 
of the New York Police Depart- 
ment, as a candidate for a master’s 
degree, did a content analysis of 
all police news appearing in the 
New York Times and the New 
York Daily News. The period 
studied was from April to October, 
1958. The results of the analysis 
were interesting and clearly in op- 
position to the attitudes expressed 
and/or held by many police off- 
cers. The report found that the 
press is generally sympathetic to 
the police (it must be noted that 
the analysis was completed before 
the outbreak of the present series 
of civil disturbances in the nation). 
It concluded: 


In the opinion of this writer, 
one who read the Daily News 
exclusively would probably 
have an emotional impression 
[of the police] as a_ large 
group of individuals engaged 
in an exciting and glamorous 
job . 
Reports of sensational arrests 
tend to obtain the admiration 
of readers of the Daily News 
for the individual policeman 
and for the police department 
as a whole. Stories of police 
activity categorized as service 
tend to create a warmly favor- 
able opinion of policemen in 
the reader’s mind. . 
The New York Times presen- 
4. Richard H. Blum, “The Problems of 


Being a Police Officer,” Police, 5 (Janu- 
ary-February, 1961), 131. 
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tation tends . . . to create in 
its readers attitudes favorable 
to law enforcement, willing- 
ness to cooperate with the 
police, and confidence in the 
police force. . . ® 
This analysis indicates that there 
is a “credibility gap” between the 
expressed attitudes of law enforce- 
ment personnel and the actual per- 
formance of news media. 

This being so, the other question 
is, Does the same obvious diverg- 
ency between the police attitude 
toward the press and what actually 
is reported exist between how the 
police see the courts and what the 
judicial decisions really are. 
Another fairly recent study of a 
group of New York City police 
confirms a deep cynicism or anti- 
pathy on the part of the police 
toward both the press and the 
courts and ‘indicates that police 
perception of the press and of the 
courts does not reflect a mirror 
image of what is actually going on, 
day to day, in news-writing and in 
judicial decisions. Regarding the 
press, the study says: 


Police departments are ex- 
tremely sensitive to the power 
of the press, perceiving it as 
a barometer of public opinion. 
Because the police are in- 
volved whenever some emer- 
gency, crime, or unusual event 
occurs, their activities receive 
a major share of press atten- 
tion. The best newspapers are 
impartial in their coverage of 
police news; tabloids sensa- 
tionalize it. Some liberal pap- 
ers often appear biased against 
the police when reporting 
stories about minority groups, 
civil rights, or juvenile delin- 
quency. On the whole, how- 
ever, newspapers appear to 
treat the police fairly.® 


Apparently, the police are more 





5. Benjamin Stalzer in Arthur Nieder- 
hoffer, ed., Behind the Shield, (Garden 
iy: Doubleday and Co., Inc., 1967), p. 


6. Niederhoffer, op. cit., p. 227. 


favorable in their expressed atti- 
tudes toward the press than toward 
the courts: 


Policemen believe that the 
final test of efficiency comes 
with the court outcome of the 
case. An arrest is only vali- 
dated by subsequent convic- 
tion. There is a_ certain 
amount of anxiety connected 
with the courtroom appear- 
ance of a police officer. If he 
loses the case, there is a pos- 
sibility of a suit for damages 
or false arrest. As a witness 
the patrolman expects to be 
subjected to close questioning 
by the defense attorney. .. . 
Policemen think that the legal 
process is heavily weighted 
against them and may feel 
hostility toward the court sys- 
tem.? 


So what? Does all this really 
mean anything? I think so. Some- 
where in the administration of 
criminal justice in America and in 
the reporting of it, severe strains 
have been introduced that, if not 
recognized and corrected, may 
further aggravate an already cum- 
bersome system in its operations. 
I believe that the police, the news 
media, and perhaps the courts do 
not understand and appreciate the 
complementary (rather than com- 
peting roles) of the respective 
functions of these agencies. The 
lines of communications must be 
opened and kept open, not so that 
any one role may be emphasized 
at the expense of another but so 
that some degree of understanding 
might be fostered among our 
agencies and the public we serve. 
Only through increased communi- 
cation and understanding can we 
be made to realize that justice is 
served if all our roles, those of the 
press, the police, and the courts 
are articulated, questioned, and 
refined in both public and private 
debate, and that the villain in the 


7. Ibid., p. 228. 


administration of justice is not the 
lack of good men but the lack of 
good sense and good will among 
those of us who serve her. 


I often remind my police classes 
at the Institute of Government of 
what Harold Laswell, the political 
scientist, said some years ago in 
his book Politics, Who Gets What, 
When and How in commenting on 
politicians (and I extend the mes- 
sage to include all public servants— 
policemen, judges, and the news 
media representatives): “Politicians 
are often better and seldom worse 
than those who elect them.” Quite 
possibly those of you who serve 
the public as newsmen, jurists, or 
law enforcement officers, like Las- 
well’s politicians, are a great deal 
better than those who look askance 
at your roles in modern society. 

No one has truly adequate an- 
swers to the social dilemmas of the 
day, and I do not pretend to an- 
swer fully the questions posed by 
police-press-court relations. But it 
seems so obvious that the depth 
and quality of the conversations 
among our respective groups must 
be improved if the quality of jus- 
tice and total life is to be made 
better in our nation. 

Perhaps the dilemma will never 
be completely resolved. I rather 
suspect that in that Last Day some 
celestial cop will be directing 
traffic near the Pearly Gate. And if 
one is sentenced to Hades, some 
lawyer will appear at the mouth 
of Hell ready to appeal the 
heavenly decision under due pro- 
cess and equal protection of the 
laws to some judge in the middle 
of: Limbo. And, whatever the 
Limbo judge’s decision, another 
group will be sitting on the left of 
the smoky periphery, saying that 
the system is unjust and should be 
overthrown. And yet another group 
just a little less than left will be 
murmuring, “Don’t lose your cool, 
baby.” Finally, the television cam- 
eras will be recording all the 
events in living color. 
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ABC Revenues 


Public Revenues From Intoxicating Beverages 


[Editor's Note: This is the sec- 
ond in a two-part series. The first 
article, on public revenues from 
beer and wine taxation, appeared 
in Popular Government for No- 
vember, 1968. The author is a 
member of the Institute of Gov- 
ernment staff. | 


A Historical Introduction 


The manufacture and sale of 
intoxicating liquors in North Caro- 
lina presently are subject to two 
distinct regulatory systems: a sys- 
tem of permits and licenses regu- 
lates the manufacture and sale of 
beer, unfortified wines, and sweet 
wines,! while other fortified wines 
and spirituous liquors are sold 
under a state monopoly. Two simi- 
lar systems of regulation existed 
during the dozen years preceding 
the institution of statewide pichi- 
bition in 1908, but each governed 
all types of liquors. The basic regu- 
latory device was a license tax on 
all dealers in liquor.? However, as 
early as 1895, a second system was 
overlaid on the first. Cities and 
counties were authorized by the 
legislature to establish local liquor 
stores, called dispensaries, to sell 
all types of intoxicating liquors. If 
a dispensary was established, pri- 
vate trade in liquor in the locality 
became illegal, and licensing un- 
necessary. 

Typically, the legislation estab- 

1, For a discussion of the permit and 
license system, as it relates to the raising 
of public revenues from beer and wine, 
see D. Lawrence, Beer and Wine Taxation, 
PopuLaR GOVERNMENT, 11 (Nov. 1968). 


2. See, e.g. Public Laws of N.C. 1901, 
Ch. 9, $ 70. 
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by David M. Lawrence 


lished the dispensary and directed 
the mayor and town governing 
board to name commissioners to 
run the store; occasionally the 
commissioners would be named in 
the legislation. It was the excep- 
tional act that authorized a local 
referendum before establishing the 
store. Most acts limited the profits 
obtainable from the  stores—the 
common figure was 80 per cent of 
the cost of the liquor—and directed 
their division between the general 
fund of the jurisdiction establish- 
ing the store and the county's 
school fund. 


Dispensaries were established by 
each legislature during the decade 
following 1895, thirteen in the 
1899 session alone. The Watts Act 
of 1903,3 besides limiting to incor- 
porated areas the manufacture and 
sale of intoxicating liquors, stand- 
ardized and codified the method of 
establishing dispensaries. Approval 
by a local referendum was re- 
quired to establish stores, which 
in accord with the basic purpose 
of the act could be placed only in 
municipalities. All profits were di- 
vided equally between the town 
general fund and the county school 
fund. The Watts Act, however, did 
not repeal any special acts then in 
force, so a number of county dis- 
pensaries continued to operate. 
But five years later prohibition 
closed all dispensaries. 


When national prohibition end- 
ed in 1933, North Carolina’s im- 
mediate reaction was to legalize 


3. Public Laws of N.C., 1903, Ch. 233. 


the manufacture and sale of 32 
per cent beer.* Further steps to- 
ward liberalizing the liquor laws 
were taken by the 1935 General 
Assembly. First, it passed enabling 
legislation that eventually permit- 
ted seventeen counties and two 
townships to establish liquor 
stores.5 Second, it created a com- 
mission to study the control of 
alcoholic beverages.® The present 
ABC system resulted from the re- 
port of that commission.’ 

The commission recommended a 
system of county stores, established 
by local option, with final super- 
visory contro] at the state level. 
The Alcoholic Beverage Control 
Act of 19378 implemented most of 
the commission’s recommendations. 
(Exceptions pertinent to this paper 
will be treated, as they become 
pertinent, below.) At this writing 
forty-two counties have elected to 
establish county liquor control 
(ABC) systems, in accordance 
with the procedures of general 
law. There are no general law pro- 
cedures by which municipalities 
situated in dry counties may estab- 
lish ABC systems, but an abund- 
ance of special acts have filled the 
void. Presently fifty-seven? munici- 
~~ 4, Public Laws of N.C., 1933, Ch. 319. 
ms Public Laws of N.C., 1935, Ch. 418, 

6. Public Laws of N.C., 1935, Ch. 476. 

7. REPORT OF THE COMMISSION TO STUDY 
THE CONTROL OF ALCOHOLIC BEVERAGES IN 
North Cearolina (1936). Hereafter referred 
to as Report. 

8. Public Laws of N.C., 1937, Ch. 49 

9. On October 22, 1968, the voters of 
Norwood, in Stanly County, elected to 
establish the fifty-eighth municipal ABC 
system. The profits of this system, when 
it becomes operational, will be divided 
between city and county, thus placing it 


in Category 2, below. N.C. Sess. Laws, 
1965, Ch. 722. 
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palities have elected to establish 
sores. Figure 1 (page 26) indi- 
cates the distribution of local sys- 
tems in the state. 


Net Profits 


The regulation of beer and wine 
by licenses and permits results in 
relatively little public revenue in 
and of itself; instead, the excise 
tax accounts for almost all such 
moneys from those beverages and 
represents a substantial source of 
state revenue. The excise tax on 
spirituous liquor also produces 
important amounts of public 
revenue. But the ABC system of 
regulation is directly responsible 
for even larger amounts. All ABC 
profits go to local governments 
(the variety of distribution form- 
ulas is discussed below) and the 
amount of profits has grown to 
substantial size and importance. 

A quick explanation of how net 
profits are determined may be 
helpful to a discussion of their dis- 
tribution. From gross revenues 
(almost entirely, the amount of 
gross sales) are subtracted the cost 
of goods sold, operating expenses 
(mainly salaries), state excise 
taxes, and the reserves for law en- 
forcement and for education and 
rehabilitation. This leaves net 
revenue, which, after deduction of 
such working capital as the local 
ABC board deems sufficient, is 
available as net profits for distribu- 
tion. Table I sets forth the amounts 
of net profits earned by county 
systems and by municipal systems 
over the past two decades, the 
period during which municipal 
stores have been in existence. 


Distribution of Net Profits 


Beer and wine excise tax reve- 
nues distributed by the state to 
local governments are especially 
welcome because, as state-levied 
and state-collected non-property 
taxes, they are not subject to the 
hecessary expense and twenty-cent 
limitations of the North Carolina 
Constitution.° ABC profits are 
equally welcome. They are subject 


10. N.C. Consr., Art. VII, § 7; Art. V, § 6. 
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Table I 
Net Profits Since 1946-47 
Counties Municipalities 

Total Net Total Net 

Year No. Profits No. Profits 

1946-47 25 $5,756,057 0 $ — 
1947-48 26 5,836,877 3 397,060 
1948-49 26 5,625,929 3 717,526 
1949-50 28 5,535,169 3 672,413 
1950-51 28 6,163,173 3 707,947 
1951-52 29 5,969,012 6 1,617,067 
1952-53 29 5,592,161 6 1,923,350 
1953-54 30 5,106,056 6 1,816,125 
1954-55 30 6,001,710 6 2,129,209 
1955-56 30 6,392,082 6 2,381,138 
1956-57 30 6,355,062 6 2,468,273 
1957-58 31 5,876,668 8 2,512,665 
1958-59 32 6,113,945 8 2,660,530 
1959-60 32 6,764,653 9 3,115,207 
1960-61 32 7,525,918 10 3,338,358 
1961-62 32 7,421,609 18 3,499,590 
1962-63 34 7,511,215 18 3,738,182 
1963-64 37 8,157,775 26 4,330,006 
1964-65 38 9,161,471 27 5,093,990 
1965-66 4] 9,335,081 38 5,644,513 
1966-67 42 9,956,112 39 6,194,606 
1967-68 42 9,862,149 57 7,269,442 
Source: Statistics of Taxation, State of North Carolina, for the years indicated. 
Figures for 1966-67 and 1967-68 were provided by the Bureau of Tax 

Research. 








to neither limitation simply be- 
cause they are not tax revenues. As 
a result, local interests often seek 
to direct the profits toward uses 
for which support might otherwise 
be restricted by the constitutional 
limitations. There was some pres- 
sure on the 1935 commission to 
earmark the profits for one par- 
ticular use or another, but the 
commission refused, feeling that 
such earmarking would result in 
inappropriate emphasis on the 
profit motive. _ 

Thus general law directs that all 
net profits from a county’s ABC 
stores be paid into the county’s 
general fund.!! The commission 
also had considered recommending 
that a share of profits go to the 
municipal governments in the 
county, but concluded that local 
conditions were too varied to en- 
capsule in a single statute. While 


11. N.C. Gen. Star. § 18-57 (1965). 


this conclusion would seem an 
open invitation to special legisla- 
tion, such was not the commis- 
sion’s intent. Indeed, it warned 
that “if each county and city were 
allowed to fix these rules for them- 
selves the matter of the division 
of profits would soon become the 
subject of politics in its worst form 
and would become a_ healthy 
breeding ground for many future 
political storms.”!? 


The warning has gone unheeded 
as special acts dividing county 
profits with municipalities and ear- 
marking profits for particular uses 
have modified the general law in 
most counties. 


There is no general law direc- 
tive concerning the disposition of 
city system profits. Instead, the 
manner of disposition is estab- 
lished in the special act enabling 


12. Report 20. 
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each city to hold an ABC election. 
The politics of special legislation 
almost guarantees that city profits 
are divided among a number of 
units and agencies. A given city’s 
representative in the General As- 
sembly represents at least an en- 
tire county, a county that appar- 
ently has not elected or will not 
elect to establish ABC stores. The 
representative faces the danger 
that his larger constituency will be 
critical of his introduction of the 
municipal ABC bill. To reduce the 
danger, he may attempt to accom- 
modate the interests of this larger 
group. The means is often a share 
of the profits. The formula of dis- 
position thereby may become a 
subject of hard political bargain- 
ing in which the warnings of the 
1935 commission are soon left be- 
hind. The product is a wide va- 
riety of schemes dividing the 
profits of the various city ABC 
systems. 

Thus, because of pressures cre- 
ated by constitutional limitations 
and by municipalities desiring a 
share of county profits, and be- 
cause of the politics of establishing 
city systems, it is simply not ac- 
curate to describe the disposition 
of ABC profits by citing the gen- 
eral law. A more detailed descrip- 
tion is attempted below, with the 
various systems grouped into three 
somewhat arbitrary categories.'5 
The acts that decree special dis- 
tribution of the profits either re- 
quire the ABC board to make the 
distribution or authorize (but sel- 
dom direct) the governing board 
of the county or city to do so. 
While only the first method estab- 
lishes a legal obligation, the second 
probably establishes a__ political 
obligation as strong as the legal 
one. Therefore the following cate- 
gories do not distinguish between 
the two methods. 

1. No division of profits. Fifteen 
(ten county, five municipal) of the 
99 ABC systems pay over all 
profits to the general unit of local 
government encompassing the sys- 
tem. Of the ten county systems 

13. The information below results from 


a systematic search of the session laws 
from 1935 to the present. 
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that support only county govern- 
ment, all but one remit all profits 
to the county’s general fund. These 
profits do not lose their non-tax 
character by being placed in the 
general fund, but remain available 
for support of any public purpose. 
However, the utilization of the 
profits is in the total discretion of 
the governing board and may vary 
greatly from year to year. 

The one exceptional county is 
Cumberland, where, since 1941, all 
profits have gone into an “Alco- 
holic Beverage Fund,” used only 
for payment of interest and prin- 
cipal on outstanding county 
bonds.'* The present law does al- 
low a slight modification, permit- 
ting the board of commissioners to 
appropriate annually $25,000 for 
alcoholism programs and another 
$65,000 annually to the general 
fund. But the whole amount of net 
profits still goes only to the county. 

In the five (of 57) city systems 
that pay over all their profits to the 
city government, the money is paid 
into the town’s general fund but 
is available for any proper town 
governmental purpose, in keeping 
with the freedom from constitu- 
tional limitations that characterizes 
ABC profits. 

2. Division among general-pur- 
pose governments, Forty-one sys- 
tems—twenty-two county and nine- 
teen city—distribute profits to two 
or more general-purpose govern- 
ments. The county systems in this 
group still distribute the major 
portion of the profits to the county 
government, but one or more mu- 
nicipalities in the county also bene- 
fit. The most frequent formula al- 
lows municipalities with county 
stores within their borders some- 
thing less than 50 per cent of the 
profits from those stores. Less 
often, all incorporated towns in 
the county share, either by a fixed 
proportion of the profits or by a 
variable formula, such as popula- 
tion or assessed valuation. 

The nineteen city systems, with 
two exceptions, divide profits be- 
tween the city and the county in 

14. From time to time the county has, 


by special act, used a portion of the fund 
for ad hoc expenses. 


which it is situated; in the two 
exceptions the other municipalities 
in the county, without stores, also 
share. The most common arrange. 
ment is a 50-50 split between city 
and county, although a few limit 
the county to 15 or 25 per cent. 

3. Division among gencral-pur. 
pose governments and _ special- 
purpose units and agencies. The 
remaining forty-three systems are 
grouped in this category. Some dis. 
tribute money to only one general- 
purpose government and some to 
two or more general-purpose goy- 
crnments, but all distribute money 
to special-purpose units or agen- 
cies. 

Ten county systems fall in this 
category. Two do not distribute 
money to municipalities, while the 
other eight do, exhibiting the same 
variations of distribution formulas 
as the county systems in Category 
2 above. Each of the ten also dis- 
tributes funds to hospitals, libra- 
ries, recreation commissions, tour- 
ist bureaus, or schools. The first 
four special recipients have all 
been ruled nonnecessary ex- 
penses,!5 while schools are tradi- 
tional recipients of liquor profits 
(and beverage tax revenues ). 

The thirty-three city systems fol- 
low a multiplicity of distribution 
schemes. Ten pay funds to coun- 
ties as well as to the city; the other 
twenty-three do not. The other re- 
cipient agencies are familiar. 
Schools are by far the most com- 
mon, especially in the systems that 
do not contribute to the local 
county government; of those, all 
but four contribute to local schools. 
The other recipients echo the 
county experience: hospitals, li- 
braries, recreation, and industrial 
development. Usually—though not 
uniformly—the city still receives 
the largest share of the profits. 

This summary does not mention 
the kinds of fund limitations put 
on the distributed profits. School 
systems may be required to place 
all profits received in the capital 
fund, or the current operations 

15. Tourist bureaus have not explicitly 
been held a nonnecessary expense, but 
they probably are, following those cases 


that hold industrial and economic devel- 
opment to be nonnecessary. 
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fund. Similarly, towns and counties 
may be directed to use all or a 
portion of the moneys for debt 
service, for police salaries, for 
sewers, or for similar purposes. 
Still other acts enumerate preferred 
uses but do not actually direct 
thse expenditures. And many of 
the acts place no limitations upon 


expenditures. 


Some general differences be- 
tween city system distributions and 
county system distributions are 
worth noting. First, city systems 
appear much more likely to dis- 
tribute money to a variety of gov- 
ernmmental units and agencies. 
Probably the major reason for this 
is the political maneuvering neces- 
sary for the introduction and en- 
actment of municipal ABC acts. A 
second reason may be that coun- 
ties have not only the necessary 
expense limitation to contend with 
but also the twenty-cent limitation. 
In some instances the general fund, 
which supports general-purpose 
expenditures, may need all the 
money the ABC system can give it. 


A second point is that city sys- 
tems are more frequently required 
to contribute to local education 
than are county systems. One ex- 
planation is that counties transfer 
ABC money from the general fund 
to the school funds, without statu- 
tory direction. Another is that since 
cities usually do not tax residents 
for the support of local schools, 
distribution of city ABC profits to 
the school funds offers a means of 
municipal contribution to the 
schools’ support. Table II sets out 
some figures intended to give a 
better idea of the amounts involved 
in these distributions. 


Brown-Bag Permits!® 


In early 1966 the office of the 
Attorney General advised the 
Charlotte Recorder’s Court that 
under the existing liquor laws 
spirituous liquors could be con- 





16. “Brown-bagging” is the colloquial 
term describing the practice of carrying 
one’s own spirits—usually in a brown 
paper bag—into a restaurant. This prac- 
tice arises from the fact that liquor by 
the a is presently prohibited in North 
Carolina. 
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Table II 
Some Illustrative Profit Totals From Individual Systems 
I. Largest Total Distributions, since stores opened through June 
30, 1968 
Count Municipal 
Mecklenburg $33,063,350 Asheville $15,578,137 
Wake 15,654,543 Greensboro 14,891,470 
Durham 12,073,621 Winston-Salem 12,443,726 
New Hanover 12,069,450 Jamestown 2,045,060 
Cumberland 9,700,000 Tryon 1,573,227 
II. Largest “Net Revenues” in 1967-68 
County Municipal 
Mecklenburg $ 2,151,406 Winston-Salem $ 1,122,650 
Wake 901,947 Greensboro 1,064,043 
Rowan 625,687 Asheville 862,802 
Durham 559,337 Jamestown 402,178 
Catawba 532,345 Burlington-Graham 238,264 
New Hanover 528,310 Reidsville 233,385 
Cumberland 512,888 
III. Smallest “Net Revenues” in 1967-68 
County Municipal 
Tyrrell $ 11,393 Fair Bluff $ 1,365 
Currituck 14,099 Brunswick 2,078 
Greene 19,445 Bolton 3,168 
Pamlico 20,546 Coats 4,069 
Gates 23,225 Lake Waccamaw 7,104 
Maxton 7,292 
Source: North Carolina State ABC Board. 








sumed only at a person’s home. 
When Charlotte and Mecklenburg 
County officials announced their 
intention to enforce this interpre- 
tation, some Charlotte area restau- 
rants, alleging that the Attorney 
General’s opinion was in error, 
brought suit to enjoin the enforce- 
ment. Eventually the Supreme 
Court held that the Attorney Gen- 
eral was correct.!7 As a result the 
next session of the General Assem- 
bly, meeting in 1967, sought to 
spell out explicitly just where, 
when, and in what amounts pos- 
session of liquor was legal.4® A 
new regulatory responsibility was 
placed upon the State ABC Board, 
and, incidentally, a fresh source 
of revenue from liquors was cre- 
ated. 

The 1967 legislation permitted 
possession without a permit of up 
to one gallon of tax-paid liquor, 
for the personal use of the posses- 


17. D & W Inc. v. City of Charlotte, 268 
N.C. 577, 151 S.E.2d 241 (1966). 

18. N.C. Sess. Laws, 1967, Ch. 222, codi- 
- N.C. Gen. Stat. § 18-51 (Supp. 


sor, on five categories of private 

property. 

(1) The possessor’s private resi- 
dence; 

(2) Another’s residence, when per- 
mission of the owner has been 
given; 

(3) A hotel or motel room which 
the possessor has rented or to 
which he has been invited; 

(4) A place of “secondary resi- 
dence” upon permission of the 
owner; and 

(5) Any other private property not 
used for commercial entertain- 
ment, where the general pub- 
lic can neither enter nor see 
any drinking from outside, 
where the owner’s permission 
has been secured, and where 
only the possessor, his family 
or guests are present. 

On a “special occasion” a person 
may possess over one gallon of 
liquor without need of a permit, © 
so long as he remains at his private 
residence or at premises under his 
exclusive control. Unfortunately, 
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the statute does not define a special 
occasion, nor is there yet any case 
law on the point. 

The possession of liquor in any 
place other than those indicated 
above is permissible, if at all, only 
upon issuance of the appropriate 
brown-bag permit. The State ABC 
Board is authorized to issue brown- 
bag permits to three kinds of 
establishments: 


@ Social Establishments. Estab- 
lishments “organized and operated 
solely for purposes of a social, 
recreational, patriotic, or fraternal 
nature,” upon securing a permit 
from the Board, may provide mem- 
bers with individual lockers, in 
which may be stored up to one 
gallon of spirituous liquors. Both 
the locker and each bottle must 
be tagged with the name of the 
member, and the liquors may be 
consumed only by him or his 
guests. Apparently the establish- 
ment may provide a bartender to 
mix the drinks from the lockered 
bottles. 

Social establishments may also 
secure a special-occasion permit 
from the State ABC Board which 
allows members to host special 
occasions at the facility. 


@ Commercial Establishments. 
Upon securing a_ special-occasion 
permit, a commercial establish- 
ment may allow an individual to 
host a special occasion on its prem- 
ises. Establishments engaged in 
commercial entertainment are not 
prohibited from procuring special- 
occasion permits as commercial 
establishments (the statute no- 
where even defines commercial 
establishment ); indeed they would 
be likely applicants. 


@ Restaurants and Related Places. 
Facilities that engage primarily in 
serving food or furnishing lodging 
and have an inside dining area 
seating at least 36 and separate 
kitchen facilities may, by procur- 
ing a brown-bag permit, allow 
patrons to bring their own liquor. 
These permits may be issued only 
to restaurants in counties with 
ABC stores, either county or muni- 
cipal. (Sweet wines may be sold 
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Table III 
Brown-Bag Permit Fees 
Social Establishment (permitting lockers ) $2 
Commercial Establishment 200 
Restaurant—less than 50 seating capacity 100 
Restaurant—50 or more seating capacity 200 
One Premise—two or more permits 300 


(Annual renewal fees are 25 per cent of original fees. ) 


Source: N.C. Gen. Start. § 18-51(8) (Supp. 1967). 








for on-premises consumption in 
restaurants in ABC counties and 
cities without the restaurant's pro- 
curing a brown-bag permit; how- 
ever, a beer and wine permit is 
still necessary. ) 

Restaurants also are one kind of 
commercial establishment and may 


provide facilities for special occa-. 


sions, upon securing the proper 
permit. 


Permit Revenues 


The schedule of permit fees is 
set forth in Table III. Any facility 
that normally would have to pay 
for a permit is excused from the 
fee if owned by the state or a 
county or municipality. However, 
such a facility must still meet the 
requirements for and procure the 
appropriate permit. 

In calendar year 1967, the first 
in which they were collected, per- 
mit fees totaled $218,900.19 But 
unlike beer and wine license taxes, 
these fees are not payable in full 
each year. Rather, the renewal 
charge (due each May 1) is just 
25 per cent of the original fee. Al- 
though each year there will be new 
applicants who will pay a full fee, 
there also will be permit holders 
who, for one reason or another, 
will not bother to renew. There- 
fore the normal annual figure prob- 
ably will be less than half the 1967 
total. As with all permit fees paid 
to the State ABC Board, brown- 
hag permit fees go into the state’s 
General Fund. 


The Liquor Tax 
Although the 1935 commission 
decided against splitting ABC 
profits between counties and muni- 


19. Figures from the State ABC Board. 


cipalities, it did recommend a 
profit division between county and 
state, the state receiving 20 per 
cent, The commission also recom- 
mended that the sales tax, which 
had been applied to liquor sales in 
the eighteen counties operating 
stores under the 1935 enabling 
acts, continue to be applied. How- 
ever, the legislature accepted 
neither recommendation. Instead, 
the 1937 Revenue Act included an 
excise tax of 7 per cent on sales in 
ABC stores. This liquor tax 
supplanted the Schedule E sales 
tax on spirituous liquor, thus differ- 
ing from the beer and wine excise 
tax. Other differences are that no 
part of the liquor tax is distributed 
to local governments (which re- 
ceive all store profits), that it 
is assessed as a percentage of the 
sales price rather than by the gal- 
lon, and that it is paid directly by 
the consumer instead of by the 
wholesaler or importer. 

The liquor tax shares one char- 
acteristic with the beer and wine 
tax; it has been increased sub- 
stantially since its establishment. 
In 1939 it was raised to 8% per 
cent, but a proviso was added that 
in no event were the taxes col- 
lected from any ABC system to 
exceed half the profits earned by 
that system. If full collection 
would exceed this limit, reimburse- 
ment to the local system was neces- 
sary until the amount of tax was 
doubled by the amount of profits. 
In 1955 the rate was again raised, 
to 10 per cent. The most recent 
increase was in 1961, when 2 per- 
centage points more were added. 
However, this last increase is not 
subject to the 1939 proviso limit- 
ing collections to half the profits. 
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Until 1963 the liquor tax was 
collected by the state’s taking 12 

r cent of the gross receipts in 
each ABC system. But a 1963 
amendment?” in the method by 
which the State ABC Board sets 
rices also changed the method of 
collection. The pricing change re- 
quires the Board first to set a price 
for the liquor, then add 12 per cent 
to that; the total is the sales price. 
As a result, the 12 per cent tax 
brings in something less than 12 
per cent of gross receipts. For ex- 
ample, if the retail price is set at 
$1.00, the total price will be $1.12, 
of which 12 cents belongs to the 
state. That is only a little more 
than 10.7 per cent of $1.12. Under 
the old method, the state would 
have received almost 13% cents 
from a price of $1.12. 

In 1965 the legislature added 
another charge to the price of ABC 
liquors. Reciting the need for fa- 
cilities to rehabilitate North Caro- 
lina alcoholics, the General Assem- 
bly added 5 cents to the price of 
every bottle sold and directed that 
the proceeds be used to build three 
rehabilitation hospitals. The 5 
cents is added on after the 12 per 
cent tax, and is not subject to it. 

The 1967 legislature retained the 
5-cent add-on, but removed the 
restraints on its use. Its proceeds 
presently go to the General Fund, 
there subject to appropriation like 
any other moneys in the Fund. 
Table IV sets out the amounts of 
collections under the excise tax 
and the 5-cent add-on for selected 
years, 


The Costs of Liquor 


This article and a_ previous 
article on beer and wine taxation?! 
set out in some detail the financial 
benefits to the State of North Caro- 
lina and its local governments that 
accrue because intoxicating liquors 
are sold in the state. But the bene- 
fits do not come completely with- 
Out cost. 

The actual fiscal outlays neces- 
sary to administer the system are 
not great. The costs of the local 


20. N.C. Sess. Laws, 1963, Ch. 1119. 
21. Lawrence, op. cit. supra at note 1. 
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Table IV 
Excise Tax Revenues for Selected Years 
1940-41 $ 695,346 
1945-46 2,704,356 
1950-51 4,416,499 
1955-56 6,367,116 
1960-61 8,148,439 
1961-62 10,379,719 
1962-63 11,118,050 
1963-64 11,369,050 
1964-65 11,468,301 
1965-66 12,349,350 
1966-67 13,401,306 
1967-68 14,869,810 
Five-Cent Add-On Revenues 

1965-66 1,990,671 
1966-67 2,125,785 
1967-68 2,319,740 
Source: Statistics of Taxation, State of North Carolina, for the years indicated. 

a 1966-67 and 1967-68 were provided by the Bureau of Tax 








ABC systems are met from gross 
receipts, before net profits are de- 
termined. The expenses of the 
State ABC Board are met from the 
General Fund and for the past few 
years have been around $700,000. 

Beverage taxes are the responsi- 
bility of the Privilege and Beverage 
Tax Division of the Revenue De- 
partment, which has an annual 
budget of about $160,000. How- 
ever, the Revenue Department 
makes some expenditures such as 
purchasing, field personnel, and 
the division of accounts attribut- 
able to all divisions, and the Privil- 
ege and Beverage Tax Division 
must bear an appropriate share. 
Conversely, part of the direct ex- 
penses of the division must be al- 
located to privilege license taxes. 
Although no exact figure can be 
easily reached, it is unlikely that 
the Revenue Department costs at- 
tributable to beverage taxation ex- 
ceed (or even approach) the 
budget of the State ABC Board. 
Against the expenses of the Board 
and the Revenue Department are 
balanced state revenues of over 
$33,000,000, of which some 
$5,000,000 is distributed to local 
units. 

Local units bear some costs in 
order to receive income from beer 
and wine distributions, primarily 


the costs of issuing local licenses 
and collecting the license fees. 
Normally, the fees received will 
exceed the costs of issuance and 
collection, freeing some license-fee 
revenue for other uses. 

Liquor law _ enforcement is 
another and different kind of cost. 
Liquor laws fall into two cate- 
gories. The first comprises the 
regulations placed upon _partici- 
pants in the liquor industry. En- 
forcement here is primarily the re- 
sponsibility of the State ABC 
Board, and the costs are part of 
the Board’s yearly budget. The sec- 
ond category consists of those laws 
regulating the use of liquor by the 
general public, particularly the 
laws against bootlegging. The re- 
sponsibility for their enforcement 
lies with the state, the local ABC 
boards, and the local police gen- 
erally. 

Violations of the second group 
of laws would be a problem for 
law enforcement whether or not 
liquor sales were legal in North 
Carolina. Legalization has made 
law enforcement more difficult by 
complicating the liquor laws, but 
there are significant compensating 
factors. The 1935 commission ad- 
vocated a state monopoly system 
over a licensing system because it 
felt that state control of prices 
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would be an _ effective 
against bootlegging.2? In addition, 
the very availability of legal whis- 
key in a community reduces the 
opportunities for bootieggers. Some 


weapon 


local enforcement officers have 
urged later closing hours for ABC 
stores as a means of reducing boot- 
legging, since the illicit traffic in 
liquor is greatest when the stores 
are closed. Thus the establishment 
of ABC stores probably has re- 
duced the number of liquor law 
violators. 


The ABC systems do more. Each 
county system is required by gen- 
eral law to reserve 5 to 10 per cent 
of its net revenues (before deter- 
mining the amount available for 
distribution) for liquor law enforce- 
ment;3 most of the city systems 
are under the same requirement. 
In 1967-68 these reserves totaled 
some $1,376,000. The few city sys- 
tems not required to reserve law 
enforcement funds are almost all 
too small to support even one man 
with 10 per cent of their net reve- 
nues. In those cases local enforce- 
ment responsibility devolves com- 
pletely upon the local police. Usu- 
ally the local ABC system still will 
be supporting the enforcement 
effort, either through direct pay- 
ments to the police or through in- 
direct payments to the town or 
county general fund. (The latter 
situation may exist even in systems 
that support their own enforcement 
officer.) On balance it appears that 
the enforcement of liquor laws is 
not burdened by liquor sales but 
probably is aided. 


Yet another and quite different 
kind of cost attributable to liquor 
is alcoholism. It would not be fair 
to blame legalized liquor for this 
disease, but legalization makes 
liquor easier to obtain, and thus 
perhaps increases the incidence of 
alcoholism. Therefore it is appro- 
priate that the liquor system has 
been charged with some of the 
costs of combating alcoholism. 


The first use of liquor funds in 





22. Report 10-11. 

23. Some have secured special legisla- 
tion to reserve even larger amounts. See 
e.g. N.C. Sess. Laws, 1957, Ch. 693. 
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alcoholism programs** was in 1957, 
when the legislature authorized all 
local boards to reserve up to 5 per 
cent of net revenues (again, before 
the determination of distributable 
profits) for education as to the 
effects of the use of alcoholic bev- 
erages and for rehabilitation of 
alcoholics.25 This reserve is dis- 
cretionary for local boards, and 
many have not taken advantage of 
it. Furthermore, some of the city 
acts (covering eighteen systems ) 
do not even authorize it. For 1967- 
68 the total local education and re- 
habilitation reserve, set aside by 29 
boards, was not quite $700,000.26 
In addition, three other boards re- 
served a lump sum for law enforce- 
ment and for education and re- 
habilitation which amounted to 
about $80,000. 

In 1965 the legislature again 
made use of liquor funds to com- 
bat alcoholism. The 5-cent add-on 
was enacted to raise $2,750,000 to 
provide three centers—one in the 
east and one in the west, and addi- 
tions to Umstead Hospital—for the 


24. The 1949 General Assembly autho- 
ized the State Board of Mental Health to 
establish a rehabilitation facility from 
General Fund money. .C. Sess. Laws 
1949, Ch. 1206, codified as N.C. Gen. Star. 
§ 122-7.1 (1964). , 

25. A 1967 amendment authorized re- 
search with this money as well, N.C. Sess. 
Laws 1967, Ch. 1178. 

26. Over half of this is from Mecklen- 
burg, which received special act authority 
in 1967 to appropriate $250,000 annually in 
addition to the 5 per cent. N.C. Sess. 
Laws 1967, Ch. 1267. This was done in 
combination with a second act which per- 
mitted the Department of Mental Health 
to match up to $150.000 with Mecklenburg 
to establish a rehabilitation center in 
Charlotte. N.C. Sess. Laws, 1967, Ch. 1131. 


rehabilitation of alcoholics. The 
initial appropriation was not 
enough for the capital costs of the 
centers (all of which are expected 
to be completed in 1969), but 
since 1967 the Department of Men- 
tal Health has not received the 
add-on proceeds. The remaining 
costs of these facilities were jp. 
cluded in the C budget. (The 1967 
General Assembly considered and 
rejected three add-on bills: one 
would have retained the _ status 
quo; another would have increased 
the add-on to 10 cents; and the 
third would have increased the 
add-on to 10 cents, distributing 
half to local governments. As 
noted, a fourth alternative was se- 
lected, continuing the add-on but 
remitting the proceeds to the Gen- 
eral Fund.) However, the legisla- 
ture did appropriate some $500,000 
to the Department of Mental 
Health, of which 80 per cent was 
to be used to match funds of local 
units running education and _re- 
habilitation programs. In most 
cases these local programs get their 
half from their local ABC units. 


Conclusions 


Since liquor sales were legalized 
over thirty years ago, North Caro- 
lina has received an_ increasing 
yield of public revenues. Some 
taxes and fees—beer and wine li- 
cense taxes and permit fees and 
brown-bag permit fees—return 
small amounts, as revenue is not 


FIGURE 1 
DISTRIBUTION OF ABC STORES IN NORTH CAROLINA 
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their major objective. These taxes 
and fees are incidental to regula- 
tory schemes. Yet, another regula- 
tory scheme—the government- 
operated liquor store—has become 
a substantial contributor to the 
ublic purse. In twenty years, the 
total amount of annual ABC profits 
has tripled to over $17,000,000 dol- 
lars. Indeed, a few local govern- 
ments finance most of their activi- 
ties from liquor profits. 

In addition to taxes and fees 
incidental to regulatory schemes, 
the state imposes some form of 
excise tax on all intoxicating 
liquors sold in North Carolina. In 
twenty years, excise tax receipts 
from beer, wine, and spirituous 
liquors have also tripled and last 
year returned close to $30,000,000 
to the state. In the last fiscal year 
public revenues from intoxicating 
liquors returned over $50,000,000 
to the governments of North Caro- 
lina. Almost half, free from neces- 
sary expense and twenty-cent limi- 
tations, went to local governments 
and agencies. The growth in reven- 
ues over the past two decades has 


tesulted from higher tax rates, in- 


creased outlets for sales of all kinds 
of liquor, and a larger and more 
affluent population. Growth at- 
tributable to the first two factors 
may be nearing its limit. But popu- 
lation growth should continue, and 
the prospect must therefore be of 
continued—though more conserva- 
tive—increases in liquor revenues. 





Credits: The cover photo and the picture 
Ne page 16 are courtesy of the Raleigh 


ews and Observer. Lois Filley did the 
layout. 
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SHOULD A UNIT PURCHASE 
ITS OWN BONDS PRIOR TO 


by T. Gregory Morton 








[Editor's Note: This article is 
part of a series on municipal bond 
sales. The author is Assistant In- 
vestment Officer in the office of the 
State Treasurer. | 


Recently, several local govern- 
mental units have asked the Local 
Government Commission whether 
they should attempt to purchase 
their own bonds prior to maturity 
if the funds were available. If the 
unit has surplus funds in the Gen- 
eral Fund, it may elect to (1) ap- 
propriate the funds for additional 
governmental services, (2) invest 
the moneys, or (3) buy some of its 
own bonds. If these excess moneys 
are in the debt service fund, they 
can only be invested or used to 
retire debt. 

If a unit does buy its own bonds, 
it must retire them, unless the 
bonds are purchased as _invest- 
ments of sinking funds. G.S. 159- 
48 states that “Any bonds or other 
evidences of indebtedness issued 
by a unit which have heretofore 
been or may hereafter be acquired 
by said unit, unless so acquired for 
investment of sinking funds of said 
unit, shall be immediately can- 
celled and extinguished as obli- 
gations of said unit... .” If a unit 
should buy its own bonds as sink- 
ing fund investments, the unit may 
or may not be making a mathe- 
matically sound investment de- 
cision, depending on whether these 
funds could have been invested at 


a higher yield in other eligible 
securities. Since local governments 
pay no income taxes, the exemp- 
tion from federal and state income 
taxes that earnings of municipal 
securities enjoy have no advantage 
to local units in their investment 
programs. For this reason, local 
units should not ordinarily buy 
tax-exempt securities as _ invest- 
ments, but they should purchase 
other higher-yielding eligible secu- 
rities such as bank certificates of 
deposit or U.S. Treasury obliga- 
tions. 

All this does not answer the 
question whether a unit with sur- 
plus funds should buy its own: 
securities for the purpose of re- 
tiring them in advance of their 
scheduled maturity date. In cer- 
tain instances, a unit may be re- 
quired, in the bond resolution, to 
use excess balances in the sinking 
fund to retire outstanding debt. If 
this is the case, the unit has no 
choice but to obey the terms of 
the resolution. If there is no such 
restriction, however, the unit must 
decide whether to use the excess 
funds to purchase outstanding debt 
or to invest them in eligible securi- 
ties. 

On the surface, it may appear 
very attractive to retire outstand- 
ing debt, since many low-coupon 
issues maturing twenty or twenty- 
five years hence can be purchased 
for as low as fifty cents on the 
dollar. By this term, I mean that 
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a unit can buy one of its $1,000 
bonds for $500. This leaves the 
impression of being a bargain since 
the unit is also saving the interest 
it would have to pay over the life 
of the bond. Careful analysis may 
show that the unit may be much 
better advised to invest the funds 
rather than use them to retire the 
bonds. 

As an example, let us assume 
that a unit has $5,000 either to in- 
vest or use to retire its outstand- 
ing bonds. Upon contacting muni- 
cipal bond dealers, the unit finds 
that it can purchase ten of its 1/10 
of 1 percent bonds that mature in 
twenty years at $500 for each 
$1,000 bond. In other words, the 
unit can retire $10,000 of its bonds 
for $5,000 rather than wait twenty 
years and retire them for their par 
value of $10,000. The unit also 
saves the $200 in interest it would 
have to pay over the life of the 
bonds. The net debt service for 
the $10,000 over the twenty-year 
period would be only $5,000. This 
bargain does not appear to be as 
great in view of the fact that the 
unit is actually purchasing the 
bonds on a 3.47 percent yield 
basis—at least 2.25 percent less 
than the yield currently available 
on U.S. Treasury securities of com- 
parable maturity. 

If the unit would let the bonds 
remain outstanding, pay the inter- 
est over the life of the bonds, and 
invest the $5,000 for the twenty- 
year period, the net cost of bor- 
rowing the funds would be con- 
siderably less. Table 1 shows the 








Table 1 
Unit 
Retires 
Bonds Unit Invests Funds 
AMOUNT OF BoNDs $10,000.00 $10,000.00 
INTEREST PAip ae 
(1/10 of 1% per annum) $ .00 $ 200.0 
Cost OF RETIRING BONDS 5,000.00 10,000.00 
Gross Cost oF BORROWING FUNDS $ 5,000.00 $10,200.00 
Less: Earnings on Investments 
1. $5,000 at 5%% for 20 years 00 5,750.00 
2. Interest on $5,000 invested 
semi-annually for 20 years 
at 3% per annum .00 1,937.85 
Net Cost or Borrowinc Funps $ 5,000.00 $ 2,512.15 
Net SAVING $ 5,000.00 $ 7,687.85 





net cost to the unit if the unit re- 
tires the $10,000 of bonds immedi- 
ately for $5,000, or if the unit in- 
vests the $5,000 and retires the 
bonds at maturity for $10,000. The 
earnings are based on the assump- 
tion that the unit could invest the 
$5,000 for the twenty-year period 
at 5% percent and that the semi- 
annual interest payments could be 
invested for a return of at least 3 
percent. 

The example in Table 1 clearly 
shows that, in this case, the unit 
would be well advised to invest 
their funds and not use them to 
nurchase outstanding bonds in ad- 


vance of their scheduled maturity. 
A case in which it would be ad- 
vantageous for a unit to purchase 
its bonds prior to maturity would 
be hard to envision, because the 
unit would be purchasing tax 
exempt bonds on a yield basis that 
was higher than that available on 
eligible, nontax exempt securities. 
This is rarely possible. If a unit 
has excess funds, it is almost al- 
ways advisable to invest these 
funds; but if there is doubt, the 
unit should contact the Local Gov- 


ernment Commission before using 


these funds to make an early pur 
chase of outstanding debt. 
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R. J. Reynolds, the people who package 


the taste that’s country fresh, 


now have 


Diversification has brought some 
appetizing new products into the 
Reynolds family. 

Foods, like My-T-Fine desserts, 
pie fillings, pie crust mix. Vermont 
Maid Syrups. Brer Rabbit molas- 
ses. College Inn vegetable juices 


TOBACCO PRODUCTS + FOOD PRODUCTS - 


Instant Pudding 


FRUIT JUICE BEVERAGES - 


My:T-Fin E 


new... 
smoother! 


er 


<—_»D 


Vanilla 


flaver-m-m-m wonderful! 


a 


No Cooking! 


some new flavor secrets. 


and chicken specialties. Chun King 
canned and frozen Oriental-style 
foods. Patio Mexican-style foods. 
Hawaiian Punch tropical fruit 
beverages. The list keeps growing. 

We're going to go right on mak- 
ing Salem, as well as Winston and 


INDUSTRIAL CORN PRODUCTS 


* ALUMINUM PRODUCTS + 


Camel and all the rest. But, through 
our subsidiaries, we'll continue 
growing in other directions, too. 
Adding new customers and new 
consumers—and giving our stock- 
holders something new to enjoy 
as well. 


(mgr) PR. J. Reynolds Tobacco Company 


PACKAGING MATERIALS 











